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DR ENTHOVEN. WI 1| the nenbers pl ease take
their seats and we will resune our deliberations. The
next papers we're going to deal with are going to be
health industry profile and the inpact of managed care on
quality access and cost. Pursuant to today's |egislation
we will just be adopting the findings and recomendati ons
in each case. There are no recommendations. W wll just
be adopting the findings. W'Ill start with health
industry profile

MR PEREZ: Which tab?

M5, SINGE V E

VW have dead m kes today. W tried to save
alittle bit of noney and obviously it didn't work

DR ROVERO That was ny announcenent. Qur
vendor gave us faulty equi pment and admts as nuch so
we're not paying for it. So you get what you pay for.
Therefore, we will not have audi o visual assistance for
the rest of today, so | ask you to speak quite |oudly.

And | direct that particularly to people at the front of
the roomso the back of room can hear them

MR PEREZ: Can we ask if there's anybody
that has special needs in terns of being able to nove them
up further fromthe audi ence?

DR ROVERO  Cood i dea.

DR NORTHWAY: Sore of us enjoy only hearing
hal f of what's going on.

DR ROVERO If anyone there has particul ar

difficulty hearing us because we're constrained by |ack of
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anplification, | invite youto feel free to nmove your
chair further forward or nmove to the front row of the
audience. | wish | could help you nore, but that's all we
can offer.

DR ENTHOVEN. For me, |'mjust grateful we
don't have rats running around on the fl oor.

MR LEE It's early yet, Alain. |'msure
we won't. |'msorry.

DR ENTHOVEN Al though we've all ocated an
hour for each of these, | think we ought to be able to do
these much quicker, in part for reasons | wll explain
now. These are the papers on health industry profile and
qual ity access cost. Both of these papers have been
thoroughly di scussed and conpl etely revised based on
nunerous inputs from nunerous menbers twice in the case of
the health industry profile. Every interested person has
had an opportunity to suggest changes, and we've tried
very hard to respond constructively to all suggestions.

Wiat |'mgoing to want to know at the outset
is whether the task force is ready to vote on these
papers.

SINGH Just the findings --

ENTHOVEN:  Just the findings section.

5 % &

FI NBERG Pages one to eight.

MR PEREZ: Are we going to take public
comments on this before --

DR ENTHOVEN  Yes.

| do want to say the follow ng about these
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papers now. | think we have come to the tine when it's
appropriate to have an up our down vote. W've put an
enornous amount of effort trying very hard to acconmodat e
people. | do believe that. |In fact, we have bent over
backwar ds to accommodat e anti managed care people. There
are things in the paper that | am personal |y enbarrassed
about. Such as, when we discuss the health industry and
managed care, we somewhere start tal king about HMCs in
this state. And let ne say, the background of this was we
had tried to say a fewtines by way of illustration --
let's say lifeguard HM3>s tried to inprove quality by doing
the followi ng things. Then people came on and said,
"Look, that's advertising HM>s. Take that out."

So the politically correct thing becanme to

do is to say, "Don't use the name of any HMDO" So we have

a paper on health care -- health industry profile which
does not have the phrase, "Kaiser Pernmanente." W talk
about the rise of nmanaged care. |t starts with ny dear

friend, Paul Elwood; it doesn't start where it really
started which was with Ross Loos and Kai ser Permanente.

MR ZATKIN That's all right. ['Il take
the survey results fromthis norning.

(Laughter.)

DR ENTHOVEN | just think frankly it's
ridiculous. So I think we have to vote on these now. And
I'"'mtotally reconciled to the idea that this may go
forward to everybody saying only six menbers of the task

force voted for it. But if we try to push the ball
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farther in one way or the other, I think we will |ose
peopl e on the other side, including ne. |f there's one
nmore anti-managed care thing in here | will vote against
it. I'mjust enbarrassed by how far this went. But |
don't blame ny staff because | said to them please try to
respond very constructively and synpathetically and deal
with the concerns of the nenbers and so forth.

So | put the paper before you. W'l have a
maxi num of an hour -- we are going to have a half hour for
this. And by the end of that, we will have a vote, even
if it's a negative vote.

Do | hear a notion to adopt this paper?
Sorry. First we nmust have testinony fromthe general
public who wants to speak on this issue of the health
industry profile. W have Catherine Dodd, Anerican
Nurse's Association of California.

Ms. Dodd, welcore, if you're here.

MEMBER.  She's eating | unch.

DR ENTHOVEN W have three mnutes. She's
not here. W will proceed w thout her.

Do | hear a notion?

MR RCODGERS: Second.

DR ENTHOVEN  The notion has been made
forward to adopt the paper -- the findings. This is just
called "findings."

Di scussion. M chael .

DR KARPF: Alain, | would hope we coul d

adopt this very quickly. At the last discussion, Nancy
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Farber and | had asked that there be a paragraph about
medical loss ratio, and that did nake it into the body of
the paper, but it didn't make it into the summary. |

woul d hope we coul d usurp sonething fromthat, say that
there is sone nmedical |oss ratios, as you pointed out.

The county techniques are not precise at this point in
time, but were they to be nore standardized, then it would
hel p consumers understand what part of their health care
dollars are going to health care and what is going to

adni ni stration and other areas.

MR LEE Can | make a procedural --

DR ENTHOVEN |Is there an objection to that
as a technical amendrment that woul d be del egated to ne,
that is, to pick up something in the back and noving it to
the front?

MR LEE. No objection.

| was going to try to -- in asimlar
manner. That's great.

DR ENTHOVEN:  Nancy Farber.

M5. FARBER As a technical issue, on page

19 you have your schenatic overview of California's health

care regul atory structure. | sent information to your
staff at the last neeting. | gave you a conprehensive
list of who regul ates hospitals. It's not included here.

I think it's a gross nisrepresentation to say that the
Department of Health is the only regul atory agency havi ng
control over general acute hospitals.

DR ENTHOVEN This is nmeant to be, what we
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say in the quality inprovenent terms, the high |evel
diagram and not a conplete thing. In the paper on
regul atory organi zation, we have in great detail --

DR ROMERO As | recall, Nancy, | think we
took your list nmore or less verbatimin the regulatory
organi zation paper. That will be established when we tal k
about that paper later on today.

M5. FARBER You look at it and think, "Onh,
the poor health coverage conpanies. They have three
agenci es | ooking at them and hospitals and clinics are
runni ng around | oose with only one agency | ooki ng over
their shoulder. | think that's nisleading.

DR ENTHOVEN It will be corrected when you
get the full material. M parlimentarian remnds nme we're
just discussing the findings section, which goes up to --
at this time which goes up to page 8.

So we have a friendly technical mnute to
bring medical loss ratio comrentary into the -- other
comments? Yes, Maryann.

M5. O SULLIVAN. In the main body of the
paper on page 25, Medi Cal is discussed, and the date is
very old. And what 1'd like, even if this is going to be
an attachment, for that to be updated. And also for there
to be sone inclusion in the first part about the fact that
mllions of California Medi Cal consunmers are bei ng noved
right now into nmanaged care and that the data in the body
goes back to '93 data fromR ck Brown. |'msure DHS can

easily give us the information.
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DR ENTHOVEN. R ght now we're worki ng on
the findings section which is what the --

M5. O SULLIVAN M request there then is in
the findings section there be a discussion of the fact
that mllions of MediCal beneficiaries are being noved to
managed care.

MR PEREZ: M. Chairman, couldn't we do
that as either a separate sentence in here or a
parenthetical statement follow ng the nunbers that are
referred to with an asterisk indicating that some of the
nmore current information nay be found in the appendi x?

M5. O SULLIVAN. | just want an
acknow edgerent up front that this is a Medi Cal issue.

DR ENTHOVEN D d you have a particul ar
pl ace?

MR LEE | suggest on page 3, paragraph --

n

under "purchasers," there's a mention of how nuch noney is
spent on MediCal, to insert a sentence that you will do a
fabulous job with noting there's been a rapid growth and a
continued growh in Medi Cal nanaged care enroll nent.

DR ENTHOVEN  Were do | put --

MR LEE  Footnote two, someplace around
there. W know how nuch it costs in terns of the general
costs of MediCal, but note in there in addition that
Medi Cal is noving increasingly towards provided services
t hrough nanaged care vehicl es.

M5. FINBERG And indicate sorething about

the nunbers, three point something mllion.
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M5. SINGHE Is there an objection to that
techni cal anmendnent ?

M5. FARBER Could you restate it?

DR ENTHOVEN. On page 3 in the paragraph
that's headed "purchasers,” it |ooks |ike the second
paragraph there. Mst of the way down we have: "During
the same year, the total health care expenditures by
California enploy” -- no. |Is that the right place?

M5. SINGHE R ght after footnote --

DR ENTHOVEN  Ckay.

"In 1994, governnent sponsored prograns

such as Medi Care and Medi Cal accounted

for about 41 percent of California s total

heal th care expenditures of 105.3 billion.

Medi Cal is noving increasing nunbers of
menbers to managed care with some illustrative
numbers. "

| believe we can do that getting the |atest
figures from DHS.

M5. FARBER  Thank you.

DR ENTHOVEN  Qther discussion?

Al in favor of adopting the first eight
pages rai se your right hand.

(Conplies.)

M5. SINGHE The section is adopted.

MR LEE 11 ninutes.

M5. SINGE Any opposed?

(Conplies.)
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DR ENTHOVEN. Now, quality access

cost. Agenda V D

MR LEE This is section V D

DR ENTHOVEN. And the findings are just
three pages

M5. SINGH So page one through three

DR ENTHOVEN. W have two speakers on this
paper, Catherine Dodd of the American Nurse's Association
of California. | want to enphasize that each speaker has
three mnutes, which I nust really enforce

Ms. Dodd.

MS. DODD. Cat herine Dodd, American Nurse's
Association of California. | just want to kind of
chal |l enge the concept that the docunments as there's been
dramatic change in quality been measured since we've had
an increase in managed care in California. Because we
have done research on the quality of hospital care
specifically the resulting downsizing and repl acenent of
registered nurses with unlicensed personnel in acute care
facilities, has occurred |largely since the nmanaged care
penetration in California has increased so quickly.

Resear ch was done | ooking retrospectively
with CSHPD data at 295 hospitals in California at
pneunoni a, nosocomrul us (phonetic) infections, pressure
sores, post-op infections and falls, and it was di scovered
that in fact as managed care repl aced registered nurses
with unlicensed personnel, the skill mx went down in

order to neet cost demands. The incidents of all those
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adverse reactions to being hospitalized increased

So to say that nanaged care has not had a
qualitative inmpact; it hasn't had all the big indicators
but when you're sick enough to be in the hospital, it's
made a big difference. Thank you

DR ENTHOVEN. May | just ask a question
whi ch is, have you been able to tease apart what share of
this problemis attributable to Medi Care and the DRG
system what part of this has been attributable to Medi Ca
and the sel ective provider contracting and the negoti ated
rates with hospitals versus --

MB. DCDD:  The data that was exam ned for
the 295 California hospitals was between 1992 and 1994; so
the DRG system had | ong since been inplenented. So
don't think you can attribute that decline to the DRGs.

In terns of Medi Cal and sel ection, that was
not |ooked at. W only had the OCSHPD data to deal with
whi ch included skill mx length of stay, initia
di agnosis, and untoward results when you are in an
inpatient situation

DR ENTHOVEN  Thank you very nuch

Ve will next hear fromBeth Capell, Health
Access, inpact on quality access cost.

MS. CAPELL: Hello, M. Chair and nenbers

V% have very substantial concerns with this
paper in its current form W have provided detailed
comrents to the nenbers of the panel. W find that the

paper -- the findings rely heavily on studies paid for by
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the American Association of Health Plans. W also find
that the papers' internally contradictory and contradicts
ot her task force papers.

VW would ask that if the choice today is to
vote it up or vote it down, that it be voted down.

However, we woul d reconmend there be an attenpt to rewite
this, if that's not the rule of the task force, we defer
tothat. 1'd be happy to provide exanples of internally
contradictory and confusing statements. W& provided those
in sone detail to respond to questions.

DR ENTHOVEN  Thank you.

Di scussion? This is just on the findings
section

M5. BOME: On page 2 on the first paragraph
under Roman nuneral 11, | think we would be better served
inthe next to the last line to use something other than
pharnaceutical s, such as prevention and health pronotion
The reason for this is that outpatient drugs are not a
Medi Care covered benefit, and that's where you' re picking
up the differences there

DR ENTHOVEN Exactly where are you?

M5. BOME: Page 2, Roman nuneral 11 within
the first paragraph, the next to the last line, "such as."
M/ suggestion would be that you put in there "such as
heal th prevention and pronotion" or "prevention and health
pronotion," sonething of that nature.

The author is msplacing the fact that

outpatient drugs are not a covered benefit under the
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Medi Care program |f you | ook back into the text you'l
get ny rationale on this. So there has been a
m sstatenment here that pharmaceuticals are not typically
covered benefits in unmanaged products

Wien you are not referring to the Medi Care
mar ket, pharmaceuticals are typically a covered benefit in
unnmanaged products. The reason that this got off-course
is the author or authors were confusing Medi Care covered
services. So, in other words, all you need to do to
correct it is just say "such as." Because pharnaceutical s
are covered under unmanaged products.

MR LEE W'Ill just take that as a
techni cal anendment without objection

DR ENTHOVEN Except | think that the fact
is that HM>»s -- in addition to others -- doesn't purport
to be the whole story. But HM3s, in fact, are bringing
phar naceutical coverage into range for many into
affordability for many people in California

M5. BOME: Excuse ne, Alain. You're
confusing, | believe, the Medi Care covered benefits with
regul ar health plans. The reason that a Medi Care risk
product includes pharmaceuticals is because they have to
return the difference between what is collected fromthe
95 percent of the A AP.Cand what it cost themto provide
the benefit.

Anong the noncovered Medi Care benefits, are
outpatients drugs. |It's obviously a highly desirable

benefit, and it entices nenbership. So you' re confusing a
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Medi Care popul ation with an overall population. In

Medi Care risk, if you want to insert under Medi Care risk
then this would be accurate. Because the 10 plans -- the
options under MediCare, since it's not a covered service
that has to be in effect an additional service

DR ENTHOVEN. |'d be happy to put in under
Medi Care ri sk

M5. BOME: You can do it either way, but
it's inaccurate as it's so stated

DR ENTHOVEN In addition --

M5. DECKER Al ain, | actually woul d
advocate for going the other direction and | endorse what
Rebecca said. In ny experience, |'ve never found an
enployer's plan, unless it was a really small enpl oyer's
plan, that didn't provide pharmaceuticals in just a PPQ
inafee for service. W've always covered it with
deductibles. It's been there. So the HMO industry -- the
innovation to ne was much nore in the preventive area than
it was in pharnaceutical. It's only when it got to
Medi Care popul ation that pharmaceutical s becanme the key.

M5. BOME: This isn't a do or die, Alain;
this is just helping you reflect the market.

DR NORTHWAY: The issue is that it's the
wong exanpl e. Just pick another exanple. | heard half
of that.

DR ENTHOVEN. That's fine. Thank you
Rebecca.

Any ot her di scussion?
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DR ALPERT: This wll seem nitpicky
because it is actually.

DR ENTHOVEN  Thank you.

DR ALPERT: The reason | bring it upis
because it's in the introduction. There are only three
sentences in introductions, and people get a feel of a
flavor or a theme for a paper. And since quality access
and costs have been the buzz words for years now | think
there's a little bit of a theme that coul d be softened
and | guess | would offer this, as you referred to, as
technical anendrments. And it goes to the third
sentence -- third and fourth where it says, "Mich --

DR ENTHOVEN. Wi ch paragraph?

DR ALPERT: R ght at the beginning.

It says, "Mich of this change has been good
and necessary." Then it says, "change however is never
confortabl e for those who experience it."

First of all, that's blatantly inaccurate
I nmean every doctor in the room the day they finish their
internship had nassive change in their life and loved it.

(Laughter.)

So it's inaccurate.

DR ENTHOVEN  You weren't scared when you
had to go out and face the real world?

DR ALPERT: Mre so, it seens |like
it's preaching rather than sayi ng what's happened
There's been sone change; there's been some change that's

good, and sometines change is unconfortable for people who
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experience it.

DR ENTHOVEN  Just say, "some change has
caused di sconfort"?

DR ALPERT: "Sone change is good and
necessary; change however is sometines unconfortable."”

DR ENTHOVEN  Ckay.

DR ALPERT: |It's less preaching

MR PEREZ: You're changing both of those
sent ences.

DR ALPERT: | did. | put, "sone of the
change has been good and necessary." | softened that and
| softened the other. And it just presents the --

MB. SINGHE |Is there any objection to those
techni cal anendnent s?

DR ENTHOVEN " Sone of the change has been
good and necessary; change however is sonetimes
unconfortable for those who experience it."

DR KARPF: Could we conbine the |ast
sentence to nitpick a little nore and just say, "Some
percei ve change as good and necessary; sSome perceive sone
of the changes as negative." It just balances it off.
Then you don't have to say anything about changes

DR ENTHOVEN " Some perceive these" -- you
mean right after "good and necessary"?

MR LEE Right before.

DR KARPF:. "Some perceive these changes
from managed care as bei ng good and necessary; others

perceive them-- and sone perceive some changes as bei ng
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negative. And the change however is never confortable for
those who experience it" could just be del eted, since
that's strictly an editorial statenent.

MR LEE That's nuch better. It doesn't
get in the judgnment and conclusion. It introduces a
perception --

DR ENTHOVEN  The thing about confort cones
out all together?

MR LEE Right.

MR ZATKIN How would it read?

DR ENTHOVEN It would read as fol | ows:

"Early signs of nanaged care have existed in
California for decades; however, managed care
has grown faster and farther in recent years
causing rapid change in the areas of quality
access and cost. Some of this change has been
good and necessary; some perceive these changes
as negative."

MR LEE No. Perception and perception.

DR KARPF:. "Some perceive these changes as
good and necessary and sonme will perceive sone of these
changes as negative."

DR ENTHOVEN | think it's obvious that
some of this change has been good and necessary, like it's
brought the costs under control. | think what you all are
doing is pushing this back farther, and | wouldn't be
surprised if sonme of ny friends in the industry, wth good

reason, then said, "To hell withit, I'mgoing to vote
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agai nst the paper too." |'mjust about at the stage of
saying, "l got to vote against this paper."

| think that this is clearly, nuch of this
change has been good and necessary, sonething to do to
bring the costs under control. | can tell you this story
about what was happening to us at Stanford or Cal PERS or
el sewhere.

M5. BOME: Wuld it be fair as long as it
reflects both thoughts?

DR ALPERT: Wiat about going back to what |
offered to begin with? "Sone of the changes have been
good and necessary; change however is sonetimes
unconfortable for those who experience it."

M5. SINGE Is there any objection with that
techni cal anendnent ?

DR ALPERT: I'mtrying to avoid the theme
that it's saying, "This is good for you, and you nmay not
like it but you'll get used to it." That's preaching, and
I don't think that's the intent of what you're trying
to --

DR ENTHOVEN | think it's an evident fact
that not everything has been good. W' ve heard a lot of
bad things, but | think that the costs have been brought
under control, accountability is brought in. So to say
"sone of this change has been good and necessary" is an
obvious staterment of fact. |'d rather |lose the vote than
back down on that sentence

MR PEREZ: As one of the votes you're going
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tolose, I'dlike to nake a statenent. | have a real
problemw th us being afraid to al so say that some of the
change has been negati ve.

M5. SKUBIK: It says that.

MR PEREZ: The unwillingness to nake equal
statenents about sone perceiving the change --

DR ENTHOVEN.  But John --

MR PEREZ: |'mjust nmaking ny statenment for
the record, and | will continue to make ny statement when
I vote no on this. |'mjust stating ny opinion as others
have stated theirs.

DR ENTHOVEN  John, notice the |ast
sent ence.

MR PEREZ: | noticed the statenent; |'m
just making ny statemnent.

DR ENTHOVEN The | ast sentence says, "Sone
of the changes are caused by managed care are: parentheses
"just as inportantly perceived negative."

MR PEREZ: The sequence |ike nmany other
things is inportant to the way the things are read and the
judgrments that people take away fromthem So |'mjust
stating ny opinion. One opinion is not going to nake a
difference in terns of whether or not --

DR KERR What about the idea of dropping
all the sentences and drop it after, "There have been
rapid changes in quality access and cost." Get rid of the
rest and then tal k about what we found. Then we get

around all this.
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DR ENTHOVEN  Good sol ution.

MB. SINGH So the technical anendnent woul d
be to delete "nuch of this change has been good and
necessary" del ete "change however is never confortable for
those who experience.”" Delete "In addition, some of the
changes caused by nanaged care are -- or as just
inportantly are perceived as negative."

DR ENTHOVEN W're just going to take out
from"mch of this change" to the end.

DR ROVERO  Whiol e par agr aph.

DR ENTHOVEN  Ckay.

MB. BOME: Call for the notion.

MB. SINGHE W need a notion.

M5. BOME: Mtion to adopt the paper as

amended.

MEMBER  Second.

DR ENTHOVEN D scussion.

M5. FINBERG | have a general comment about
the paper, which is | interpret the statutory direction to

us differently then it's been interpreted or a decision
made. | think that the request in legislation that we
issue a report of the inpact of managed care on quality
access and cost goes to the heart of our m ssion and our
findings and not directs us to have a staff paper on that
issue. And although | do appreciate the efforts of staff,
particularly in these various iterations to respond to
some of the controversial issues around the paper, and |

think it has inproved, it does not effectively describe,
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inny opinion, the full extent of the inpact of managed
care on quality access and cost froma consumer
perspective. So | cannot, regardless of this
wordsm thing, vote for such a paper.

M5. SINGH Just as a clarification, we're
just voting on the findings, not the paper.

M5. FINBERG Wll, the findings is what
woul d call the short paper.

M5. SINGH Page 1 through 3.

M5. FINBERG That's what |' mtal ki ng about.

DR ENTHOVEN  Any ot her comments or
di scussi on?

DR ALPERT: I'd like to propose two
del eti ons.

MB. SINGH You have to anend the notion

DR ALPERT: 1'd like to anmend the notion

Propose in deleting two words, the first
word | propose deleting is in the bottom paragraph on page
1. In the next line of the bottom it's the word
“continuity."

M5. BOME: Are you at section two?

DR ROVERO Roman |l |ast paragraph page 1.

DR ALPERT: Continuity, it attributes
continuity of care as being a quality enhancing activity
associ ated with nanaged care, and | think that's an
incredi bly debatabl e issue at the present tine. The other
one I'd like -- | don't knowif you want to do them

separately or together. | can tell you the other one if
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you want, then people can discuss that.

M5. FINBERG D d you say del ete?

DR ALPERT: Delete the word, "continuity."
Yes. What it's doing in this paragraph it's listing
things that we are basically saying are quality enhanci ng
activities associated with nanaged care. And continuity
is-- 1 think it's debatable for me as to whether
continuity of care has been inproved nassively.

MR RCDGERS: It is an enhancing activity of
managed care to have continuity. It doesn't say that fee
for service doesn't provide continuity.

M5. FARBER The inplication of it is
exactly that.

THE COURT REPORTER Pl ease, if you can
speak one at a tine

MB. SINGH Menbers, if you could speak one
at atine for the court reporter's sake. She's nade that
request to us.

DR ALPERT: The second one on top of page
2, strike "rewarding quality" in the first one. And again
for the sane reason that | think that the rewardi ng of
quality as being directly attributed to managed care --
have trouble putting that in there in light of the paradox
we identified that brought us to adopt the risk adjustment
issue. The paradox was exactly the antithetical to
rewarding quality care. There was a disincentive in the
systemto devel op excellence in delivering good care to

sick people and so forth. So | thought that's a big
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enough par agr aph.

DR ENTHOVEN | think this refers to
systematic efforts in many nanaged care plans to neasure
quality in various ways and to have bonuses tied to that.
W heard sone exanples, and there are many ot her exanpl es
inliterature.

DR ALPERT: | don't disagree there's a
fluidity to this picture that we're looking at. It's just
that since it's fluid and nmoving, this paper is kind of a
reflection on what exists now, as | think it will be read.
And hopefully these things will be able to be attributed
to this in the future, maybe after the task force
reconmendations. But those are the two things |
specifically identified.

MR ZATKIN. What if we were to say at the
begi nni ng under "associ ated review' wth the best aspects
of managed care.

DR ALPERT: GQGeat.

MR ZATKIN.  Sort of enphasizing best
practices.

MR LEE  Several quality enhancing
activities associated with the best practices of nanaged
care, as the bottom paragraph of page 1.

MS. SINGH |Is there a second to that

noti on?

DR KARPF: Second.

MB. FINBERG So that neans we add that
in-- do we also add back in continuity?
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DR ALPERT: Al these things are associated
with the best practices of medicine period, however you
deliver it. That's fine.

MB. SINGH So the technical anendnent for
the record is: "Several quality enhancing activities are
associated with the best practices of nanaged care"?

M5. DECKER Are we changi ng the word
"managi ng" to "nanaged"?

DR ENTHOVEN " Managed, " yes.

M5. SINGH That is the only technical
amendnent that's been noved?

DR KARPF: Second.

DR ENTHOVEN.  Should we vote on that

anendnent ?

o]

SINGE Is there further discussion?

DR ENTHOVEN Al in favor of the
amendnent - -

M5. SINGHE -- raise your right hand.

DR ENTHOVEN. Steve, do you want to vote
for your anendrent?

MR ZATKIN:  Yes.

(Conplies.)

DR ENTHOVEN.  Any opposed?

(Conplies.)

MB. SINGH The anmendnent has been adopt ed.

DR ENTHOVEN  Any other -- Dr. Northway.

DR NORTHWAY: Alain, | thought last time as

I recall this discussion about this paper, we were going
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to put in some cooment, | think fit best in the access
area, that despite what's happened, nmaybe on the positive
side we should realize that there are nore peopl e enpl oyed
now t han have ever been. Unenploynent rates are as | ow as
they have ever been, but the uninsured rates are rising.
And that this may in fact have some bearing on the fact
that managed care plans or cost of managed care plans or
what ever else is going on to drive enployers out of the
heal th i nsurance coverage busi ness.

DR ENTHOVEN | think there's good
econonetric evidence by independent studies and anal ysts
that say that the big driving -- a very big driving factor
inrising uninsurance is the rising cost. Two different
studies said that the price elasticity was |ike mnus .4;
that is, if you have a 10 percent increase in prem uns
relative to wages you get a four percent reduction in the
nunber people covered. So there's a lot of variables out
there and --

DR NORTHWAY: But we're tal ki ng about
driving costs down, which theoretically seems to ne should
work the other way; that nore peopl e should be able to
afford coverage, and that hasn't happened.

DR ENTHOVEN There's al so perhaps a
del ayed reaction to increased costs.

Decker .

M5. DECKER | think the issue that you're
per haps -- whoever the speaker was down there.

DR ENTHOVEN Dr. Northway.
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MB. DECKER  Thank you.

Maybe the issue that you're trying to point
out, which | think is a real one, is that because managed
care has organi zed the delivery in a nore restrictive
manner, there's less charitable care or less ability of
providers to provide care at reduced rates on an uni nsured
basis to people of lowincome. And | think there used to
be a kind of gray market in health care where peopl e that
had no coverage could find providers that were willing to
provide certain level of primary care at lowrates. And
that doesn't happen to the sane extent anynore, at |east
that's ny perception

DR ENTHOVEN Are there data on declines in
unconpensated care? | don't know. That's sonething that
gets neasures and reported, and |' mnot sure that's done

DR KARPF:. Wiether there's cost shifting or
not isn't an issue of managed care; it's an issue of
decreasi ng rei nbursenment across the board. So | don't
think we can bl ane that on managed care.

DR ENTHOVEN  Thank you.

Maryann O Sul | i van

MB. O SULLIVAN | want to thank the staff
for nmoving the paper along to where it's been noved al ong
It's much inproved over what it was, in ny eyes. However,
| agree with Jeanne's characterization. It's still not
the consuner point of view And also with her
assessnent -- | don't think this paper is a statutory

requirement. | think we've answered the statutory
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requi rement because all through our recomrendati ons we're
responding to where things are in access cost and quality.

And | want to ask for a couple of changes on

page 2. |1'd like to delete the sentence "l ower HVO
prem unms mean nore people can afford coverage.” Because
even with the discussion you just had, | don't think

there's anybody that has evidence that anyone who was

uni nsured because they couldn't afford to becane able to
afford to because costs went up |less then they woul d have.
That sentence could | ead one to believe that people are

i nsured now who were not insured before because now t hey
can afford to get heal th insurance.

| want a motion to delete that. And also --

M5. SINGH It's on page 2 under Roman
nuneral nunber 11, footnote 11.

Is there a second?

DR CONOM  Second.

MR SKUBIK: Second sentence of Ronan
nureral 111,

DR ENTHOVEN Maryann, the reason | will
vote agai nst your notion is because | think it has been
wel | docunented and good research by Lew and V.H |. by
professor Richard Krolak at U C. San Diego; that there is
a strong price elasticity of demand and that higher
prem uns cause nore uni nsurance.

M5. O SULLIVAN. It may be that evi dence
looks like it nmight say that |ess people drop people, but

I don't see it says that anybody goes out and buys
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coverage and woul dn't have before.

M. BOME: |1'd like to speak to that issue.
I think that there is anple evidence in the states that
are enbracing enrollment in HVM>s through their Medicaid
popul ation, and they are therefore able to expand their
Medi cai d coverage because of the | ower prem uns.

Now, |'mnot with an HVD conpany, but |
think that Maryann there -- if state after state after
state has enbraced expandi ng their Medicaid coverage
through a vehicle of enrolling their population in HVs,
whether one likes it or doesn't like it, that the | ower
premium of fered through the HVOD in a nanaged care
construct has enabl ed many states to expand coverage to
those who woul d not otherw se have had coverage.

M5. O SULLIVAN  Those are two things that
are happening at the sanme tine, but | don't know anybody
who's tied those together. The other two things that are
happeni ng i s managed care is increasing and uninsured is
i ncr easi ng.

DR KARPF. (Oegon has actually | ost people
to managed care product, defined benefits to a certain
degree and expanded its coverage in the state and
m ni nm zed the nunber of uncovered peopl e.

M5. FINBERG They have al so reduced the
benefits, so it's not that sinple. In fact, in California
we have not found that to be the case in our Medi Cal
program So | think that's a very conplicated issue, and

it's hard to say in one sentence.
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DR ENTHOVEN Ckay. Let's just take a
straw vote on the question. Lower HMD prem ums nean nore
peopl e can afford coverage.

How many oppose that?

MB. SINGH | don't believe we can take a
straw vote on this because it's been a formal vote. What
we have to do is vote on it, but |I think Dr. Conom want ed
to al so speak

DR ENTHOVEN Dr. Conom

DR CONOM | have to agree w th Maryann,
while this is a logical statenent, |'d like to see it
stricken because it basically -- the opposite has
happened, while we may not know why. So as nanaged care
has increased, so are the uninsured. They may not have
anything to do with each other. | think thisis a
m sl eadi ng statenment unless we can show that nore people
have been able to afford coverage, and we can't really
show t hat .

DR ENTHOVEN It's a nulti-variant problem
I"mholding onto it because | think it's absolutely
fundamental to the whole story. The main reason we need
to get costs under control is so nore people can afford to
get coverage

DR CONOM  That has not happened.

DR ENTHOVEN That is because it's kinds of
a conplex and multi-variant problemin which we have
anmong ot her things, undocunented aliens and others com ng

into the state because we have various trends going on in
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the structure of the job market

But | think in the multi-variant research
when they tease out the relationship between people
covered and premuns, they get this very distinct,
statistically significant price elasticity, and that's
been done by two reputable researchers.

M5. BOME: There's sone other peopl e that
want to speak to the issue.

DR ENTHOVEN  Nancy.

M5. FARBER | have the perception that
there are nore uninsured, and | think that's something
that can be substantiated in real nunbers in California
I think one of the things that's playing in the background
in this question that you' re discussing here, is the
question of whether or not health benefits in the future
will continue to be provided through enployment. And you
see enpl oyers backing away fromthat. You see enpl oyers
specifically selecting the strategy of having per diens,
rather than to pay for full time enpl oyees that have
benefits.

Wier e Washi ngton Township resides in the San
Franci sco Bay Area, we have a very explosive and vol atile
industry, the Silicon Valley. 1It's becoming to be a very
dom nant enployer force in our township. And one of the
bi ggest probl ens young peopl e have, and these are mddl e
class wel | -educat ed young peopl e starting their famlies
And the biggest problens they have is in the course of one

year they nay be laid off two or three tines and then go
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back to work. And they go through |arge periods of tine
where they are not eligible for benefits and yet they are
wage earning people. And | don't think nanaged care
addresses that until you nmake benefits portable.

DR ENTHOVEN  Thank you.

Rodri guez-Tri as:

DR RCDRIGUEZ-TRIAS. This is just one
article, but this is by authors fromthe agency for health
care policy in research fromHealth Affairs and what
they' re arguing is that enploynent does not guarantee
heal th insurance coverage. And recent studies show that
enpl oynent base insurance coverage is falling so that
there's a rising discrepancy between availability and
peopl e actual ly purchasing it because of their wage gap in
relation to that and because of the rising enpl oyee
contributions.

M5. FARBER Yes. Thank you.

DR ENTHOVEN  Tony.

MR RCODGERS: There is one case where
because of managed care, if you will, popul ation has been
covered and that's the children. There's California kids,
and that's a limted managed care product. And the only
way that product would have been devel oped is under
managed care format. But that's just one popul ation. |
just wanted to bring that up.

M5. O SULLIVAN. It's only 10,000 ki ds.

Less than one percent of the uninsured. It's nice but --

MR RCDGERS: It hasn't expanded beyond
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that, maybe, but that is one popul ation that managed care
that make it affordable.

MR LEE This is somewhat falling on Ron's
note to get us noving into recomendations is, |I'm
concerned about getting into discussions about each of
these sentences. | think this in no way can be construed
as an antimanaged care paper. | take strong exception,
Alain, to your note that this has been all of a sudden
transforned into sonething that | don't see it as.

| think the issue -- maybe I'Il call it a
question and note that if there's a no vote on this, as |
understand it, this neans this entire docunent is in
Volure I1. If that's the case, so be it. |It's still part
of the report and we can then nove on to tal k about
reconmendations. W're tal king about three pages. Right
now | think all we're talking about is Volunme | or Vol une
I,

M5. SINGH As just a point of
clarification, right now we're tal king about, there's a
nmotion that's been seconded to delete | ower HMD prem uns
meani ng nore peopl e can afford coverage.

MR LEE But | called the question on that
first so then | can call the question on the whole.

M5. SINGHE |If you have someone that wants
to continue discussion, in order to call the question, you
need to have a two thirds vote.

MR PEREZ: The question before us is the

question of term nating debate. It requires two thirds
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affirmative --

M5. SINGE Those in favor of calling the
question? The question has been called and he objects to
that; so we need to have two thirds of the nmenbers vote in
favor of calling the question and elimnating debate

Those in favor of calling the question
pl ease signify by raising your right hand

(Conplies.)

The motion fails.

MR KERR  Thank you

I've listened to this discussion, and | find
nysel f agreeing with both sides. It's true that
affordability helps, but it's also true the positive thing
didn't happen the way it's tal ked about. So if we can
tweak it alittle bit to not | ose some of the concept but
not push it away. Wat if we said, "lower HVD prem uns
keep coverage affordable for nmore people."

The idea of being if it had not kept it this
way, the coverage had gone higher, nore peopl e who

currently have it would have lost is likely because their

enpl oyers woul d have dropped it. | think that's a very
inportant concept. | think it gets us to sonething that
actual ly has happened. It's a positive but it's not

sayi ng nore peopl e woul d have gotten
Essentially, let's read it again: "Lower
HMD prem uns keep coverage affordable for nore people.”
DR ENTHOVEN | think that's a friendly --

MS. SINGH |Is there a second?
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O SULLIVAN.  That's fine with ne.

SINGt Keep cover age.

5 » &

O SULLIVAN  More af fordabl e.

M5. SINGHE This is going to be alittle
conplex. |s there any further discussion on this
amendnent ?

M5. O SULLIVAN. Deleting that |ine?

M5. SINGE W have to actually go back and
vote on that other one again.

MR PEREZ: | want us to vote on that. |
don't like that either.

M5. SINGHE Is there any other discussion on
the Kerr anendrent ?

MR PEREZ: | thought if you raised it as a
techni cal amendment --

M5. SINGHE It's not a technical amendment.
This is an amendnent to an anendrment. It's been noved.

MR PEREZ: W're going to vote on the
amendnent to the anendnent ?

M5. SINGH Actually it has to be seconded.

M5. DECKER I'll second it.

MB. SINGHE Sorry menmbers. W need to take
a vote on the anendnment to the amendnent. Those in favor
of adopting the Kerr amendnent please -- does everybody
know what it is?

MEMBERS:  Yes.

M5. SINGHE Please signify by raising your

ri ght hand.
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(Conplies.)

The Kerr amendment has been adopted. And
those opposed pl ease rai se your right hand

(Conplies.)

At this point what we need to do because
this was an amendnent to an anendnent is we need to vote
on the previous anendrment which was Ms. O Sullivan's
amendnent. So those supporting that anendrment --

MEMBERS: It's amended

M5. SINGE Are we going to agree that
that's been deleted and this is a substitution?

MR LEE Yes. That's what we just voted
on.

M5. FINBERG That's what we thought we
voted on

MR LEE And it had that same vote so can
we take it as adopted?

M5. SINGH So that has been adopted

DR ENTHOVEN ~ Maryann.

M5. O SULLIVAN. Dr. Northway and Barbara
Decker raised the question about what's the inpact of
managed care and unconpensated care and we thought we had
no evidence. But on page 22 of this docunment there's a
cite, a Health Affairs article, anyway, that discusses it.
And | propose noving that paragraph up that's titled
"unconpensated care" into the first three pages of the
docunent -- page 22 of the same docunent. So to nove that

up into the section on -- it could be the second paragraph
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maybe in the section on "inpact on nanaged care access."

AUDI ENCE MEMBER  That was a hypot hesi s;
that's not an enpirical study.

DR ROVERO That's a theory.

MR PEREZ: It doesn't state it as --

M5. O SULLIVAN. It's got a footnote.

MR PEREZ: |t doesn't state it as a fact;
it nmakes a direct reference to an author suggesting --

M5. O SULLIVAN. | think it noves inportant
discussion. It gives an opportunity to flag that this is
an issue that a ot of people on the task force thinks is
inportant to | ook at.

MB. BOME: Second.

M5. SINGE To nove that paragraph to where?

M5. O SULLIVAN Page 2. It could be the
second par agraph under Roman nurneral 111.

DR ROMERO To be clear, you're talking
about copying it there not noving?

M5. O SULLI VAN  Copyi ng.

DR ENTHOVEN. Wiat's happening is we are
maki ng all these changes to accommodat e people who are
going to vote agai nst the paper when we --

MR PEREZ: You said you're going to vote
against it too.

M5. SINGHE Is there any further discussion
on that amendment ?

DR SPURLOCK: | have a little problemwth

something that's unquantifiable as altruism |It's very,
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very specul ative and really goes to the core of what nmany
peopl e went into medicine to do, is to be altruistic and
to say that -- we can quantitate that and therefore it's
inmportant. W can speculate all we want about the

altrui smof the people who are practicing and delivering
health care in our state and what their claimis, but it's
different to say this is a finding of this task force. In
ny view, speculation is not a finding. | would not
recommend to nove it to the front of this section.

DR ENTHOVEN: Dr. Northway.

DR NORTHWAY: Maybe an alternative, try
this language. On Roman nuneral |11, second paragraph:
"Despite the | ower overall cost generally, the nunber of
uni nsured continues to increase", then add the word
"despite the I ower portion of (inaudible), and the
sentence goes on fromthere.

MEMBERS: \Very good.

M5. SINGE Is there any objection with
substituting Dr. Northway's amendment wth
Ms. O Sullivan's anendnent ?

MB. O SULLIVAN | do. |t doesn't address
unconpensated care. It says if there's nore uninsured
people, but it doesn't say anything about unconpensated
care is going down the tubes.

M5. SINGE At this point | would reconmrend
we vote on Ms. O Sullivan's anmendnent, and then it can be
amended if appropriate by Dr. Northway's notion.

DR ENTHOVEN So those in favor of adopting
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Maryann O Sul livan's anendrent pl ease rai se your right
hand.

MR LEE As J.D. Just --

MR PEREZ: No. Regardless of J.D.'s --

M5. SINGE It's just Ms. OSullivan's. Al
we're doing is copying the unconpensated care section on
page 22 and noving it to page 2 after the second paragraph
under Roman nuneral No. I11.

M5. O SULLI VAN. Renenber, it was good
enough for page 22.

(Laughter.)

MB. SINGH Ms. Farber.

M5. FARBER | have a question on how this
vote works. We're going to vote on this anendment, but we
coul d never vote on his amendnent?

MB. SINGH Yes, we can.

DR ENTHOVEN. W are. They are separate
questions. Now we'll take up --

M5. SINGH  No.

MB. O SULLIVAN | don't mind that as a
friendly anendrment to nmine; | just didn't want it to
substitute ny | anguage.

MB. SINGH The notion has failed.

MR PEREZ: You didn't finish calling the
vote because you interrupted it to explainit.

M. SINGE | did. W'Ill do it again.
Those in favor of adopting the amendnent proposed by

Ms. O Sullivan to move unconpensated care -- copy
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unconpensated care section to page 2, please raise your
ri ght hand.

(Conplies.)

Nine in favor. Those opposed?

(Conplies.)

11 opposed. The notion fail ed.

DR ENTHOVEN. Now can we take up
Dr. Northway?

MB. SINGH He can now nake a notion.

DR NORTHWAY: |'d like to then nove that it
be nodified, the second paragraph fromthe Ronman nurmeral
Il toread as follows. This will be the first two
sentences: "Despite |ower overall costs generally" add,
"the nunmber of uninsured continues to increase.”

MB. SINGH As the nunber of uninsured
continue to increase?

DR NORTHWAY: R ght.

"Despite the lower portion of total health
care cost borne by consumers, some consuners," blah bl ah
bl ah.

DR ENTHOVEN D scussi on?

M5. SINGH |Is there discussion?

DR ENTHOVEN. | have a comrent.

Has anybody | ooked at, for exanple, Enployee
Benefit Research Institute Anal yses of the current
popul ation survey? M inpression is that the nunmber of
uni nsured has been flat for about -- there was a big

increase in the early 90s and then it became flat.
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Does somebody real ly know or feel they could
get their hands on something --

M5. BOME: | have that in a file in ny
office that | can | ook up whenever | get back there should
this meeting ever end.

DR RODRIGUEZ-TRAS: Is that national data
or California specific? Because California is real high
in the proportion of uninsured.

DR ENTHOVEN | know it's high. The
question is whether it's increased.

DR RCDRIGUEZ-TRIAS: At the begi nni ng when
we had that information on the structures and some of the
overall penetration and so on, if | renenber correctly, in
two years' time there had been over one nillion increase
in uninsured in California fromsix point sonething to
seven point something mllion of uninsured people. So
that's --

DR ENTHOVEN  Ron?

MR WLLIAVS: | think the data, actually
check sone data that we have a | ongitudinal survey that
we' ve done over a long period of time. And | think the
challenge is that California has a higher percentage of
peopl e who are uninsured than other |ocations. Qur data
shows that the nunber is flat.

As | recall, the Rick Brown study, it was a
study that tended to | ook at 1994 data when the econony

was pretty rocky. But what our data suggests is that it's

fairly flat, but it's still a huge nunmber of human bei ngs
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who are affected.

DR NORTHWAY: Alain, I'll nmodify it to say
the nunber of uninsured continues to be high.

DR ENTHOVEN  Cood.

M5. SINGE Is there objection to that
techni cal anendnent ?

DR ENTHOVEN |'d like to ask for a vote on
that. Al in favor of Dr. Northway's anendnent, please

rai se your right hand.

(Conplies.)
Ms. SINGHE  Those opposed?
(Conplies.)

The amendnent is adopt ed.

DR ENTHOVEN Can we now vote on the
findings?

MR LEE: | have one comment which is given
where | think we are with the full report. One of the
things we tal ked about at a nunber of neetings is the
i nportance of framng why we're here. W tal ked about
that being in the report in the context of consumers'
perceptions and what is happening that brought us to the
table. | think that's dropped off Volune I, if |I'mnot
m st aken, about where we are with having a public
perception or consumer Vi sion.

| think this is a nuch better paper, but
without a context in volume one that says that the changes
that have happened are having huge ripple effects for

consuners, |'mgoing to vote against this and have it go
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in Volurme |11, which | think the public perception paper is
going to go.

Part of the reason |'m concerned about this
paper, | think it's a pretty bal anced and much better
paper. R ght nowits industry trends introduces this
whol e Volune | and this paper and not a perspective of
what' s happening to consurmers as presented to us today and
as we had discussions about it and all the testinony we
recei ved.

Correct me if I'"'mwong in ternms of process,
but there will be a public perception paper as part of
vol ume one, but in the absence of that we need to have
voted on and considered, | need to vote agai nst this paper
and --

DR ROMERO Wiy wouldn't it be in vol ure
one? Did | mss sonething?

MR LEE. W would have to be voting on it.
I"mnot sure when it's going to be --

MB. SINGE Decenber 12. The public
perception and experiences paper will be prepared for task
force menber review on Decenber 12 and nost |ikely
adoption on the 13th.

MR LEE So we're going to have on the 12th
a paper with both findings, some abbreviated portion and
then an extended portion. And that's going to come from
what sources?

DR ROVMERO  Qur survey plus a substanti al

literature review of other surveys.
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M5. SKUBIK: I'msorry that that's not done
al ready but correcting the data for our original research
on our survey has proven to be a very painful process. As
you heard this nmorning, we still have 300 interviews that
need to be conducted before we get the data finalized
before | can wite it up.

DR ENTHOVEN  John.

MR PEREZ: | have about four pages of
ni t pi cky amendnents which | think woul d take us the
bal ance of the day to vote down, because | don't think
there's a najority vote for any of the ones I'd like to
reconmend. And | think there's several other people in
the roomwho al so have significant problens with this
paper, but not a majority of the folks in the room In
the interest of tinme, | would like to call the main
question, let it pass or fail.

DR ENTHOVEN. No objection? Al right.

MR KERR W are going to have the public
per ception paper.

DR ENTHOVEN W are going to have the
publ i c perception paper.

MR KERR So it will be given equal --

DR ENTHOVEN  Yes.

MR PEREZ: Again, obviously if the question
isn't called, I'll make all 16 pages of amendnents | have.

DR ENTHOVEN W're going to have a notion.
I think John's right; it's time to vote.

M5. SINGE Wthout objection, | think we're
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aski ng nenbers, those in favor of adopting the findings as

amended, all the findings, please signify by raising your

ri ght hand.
(Conplies.)
16 in support. Those opposed?
(Conplies.)
Ei ght opposed. The findings are adopted.
DR ENTHOVEN Let's take a five-mnute
br eak.

MR ZATKIN. A ain, what's up next?

DR ENTHOVEN  Physician incentives.

(Recess.)

DR ENTHOVEN | apol ogi ze for the del ay
here. W have a |lot of conings and goi ng and peopl e
floating around and hard choi ces to make about which to
do, but Phil and | have kind of concluded to do the |east
wor st under the circunstances. W regret that John Ranmey
is not here at the nmoment, but we hope he will be back
before | ong.

VW' re going to start with nenbers of the
general public who want to speak about choi ce of plan.

MB. BOME: Choi ce.

DR ENTHOVEN. W're going to do choice of
pl an because --

MB. SINGH Tab V C as revised.

MB. BOME: What is the date of the version
we are working wth?

M5. SINGE Menbers, what you need to do is
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work of f of the findings and recomrendati ons section that
was provided to you in your manila folder.

DR RCDRIGUEZ-TRIAS: It says revised.

MB. BOME: |s the date Novenber 1872

M5. SINGE It may be on that paper. | have
Novenber 3, Novenber 4, and Novenber 18.

MR LEE  The cover says Novenber 21;
attachnent says Novenber 18

DR ENTHOVEN  Just because |'mconfused is
not a reason for you to be confused. W will start with
Conni Barker. This is on the question of choice of plan
I'd like each person to limt himor herself to three
mnutes or less. Thank you

Ms. Barker, California Psychiatric
Associ at i on.

M5. BARKER  Thank you, M. Chairnman. Conn
Barker, California Psychiatric Association. W gave you
witten conments that your staff distributed this norning
I'd kind of like to give you integrated comments on this
and the other papers so you only have to hear me once
I"'msure you' d appreciate that a lot. For the nmost part

DR ENTHOVEN: Pl ease just stick to choice
and then cone back on the other ones.

M5. BARKER (kay. The one comment | had on
choice, I'ma little puzzled. Wen | spoke to your staff
they indicated that the infornation on the doctor/patient

rel ationship which was in "principles" was going to go
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into recomrendati ons and findings; | guess that was a
m sunderstandi ng? That's what | wanted to tal k about.

DR ENTHOVEN. W are tal ki ng about adoption
and expandi ng of consumer choice. And if things have been
nmoving around, we are in a fluid situation. W're trying
to bal ance the com ngs and goi ngs of task force menbers.
| apologize for that. These are not infallible, engraved
in marbl e pronouncenents; they are guidelines.

M5. BARKER Wiere | becane puzzled is the
expandi ng consuner choi ce paper has also with it the
principles, and that was ny understandi ng they were going
to go into the findings and reconmendati ons.

MR LEE That's correct.

MB. BARKER So | wanted to tal k about the
doctor/patient relationship that was supposed to go in
there but isn't in there.

MR LEE  The principles under Ronman nurrer al
I of expanding consuner choice is a section on a nunber of
principles related to choices of health plans, choice is
required to, and a list of things. |Is that what you're
referring to?

M5. BARKER Correct. On page 5 of the one
| got previously, but | don't see it in today's handout.

MR LEE There is no page 5.

M5. BARKER | wanted to rmake a sinple
poi nt .

MR LEE What's the point?

o]

BARKER  The doctor/patient relationship
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di scussion there doesn't talk about continuity of care if
a doctor is removed froma panel. It is talked about in
the other papers. | think it would be real good to cross
reference the physician/patient relationship in that
section so that continuity of care is always mentioned
under A and B under --

MR LEE | think staff can take that as a
constructive suggestion for page 5 of the background
paper .

DR ENTHOVEN Next is Maureen O Haren,
California Association of Health Pl ans.

M5. O HAREN: Thank you, M. Chairnan,
menbers of the task force. | think I'mgoing to focus on
two issues, one in the recommendati ons of the paper and
the other in the appendi x dealing with sone of the
possi bl e amendnents to the paper. | think the biggest
concern that we have with the recomendations is the one
regarding the participation requirenents. Participation
requirements are inposed by plans in order to prevent
adverse selection in the snall group narket. |f you have
two or three health plans offered by a very small group
and one of those health plans, for exanple, happens to be
a PPOwith a w der network or of course coverage of any
provi der outside the network, you're going to get
adversely sel ected agai nst by individuals who have a
strong relationship with the physician. And so that is
why health plans i npose these participation requirenents

It's not neant to preclude choices, it's
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just one of those things that as a matter of resisting a
pl an nust do. And some of the itens in here that are
intended to sort of noderate the effects will not work in
terms of -- one of the exanples, | think, was allowi ng the
plans to increase the premuns. That just neans you get
the death spiral because the heal thier people will opt
out .

Ri sk adjustnent while it's been sonething
tal ked about in order to cure that kind of situation, |
don't think we can foresee, especially in the near future,
if at all, a snall enployer having the wherew thal and the
technol ogy to do risk adjustnent.

The other issue that | wanted to address,
Il mention quickly that the potential anmendnent suggest
amendi ng SP 1559 to al |l ow brokers and agents to own
purchasing alliances. And | think the | anguage in M chael
Shapiro's meno whi ch adds some suggested | anguage is a
good conment on why that probably is not a good idea. W
did spend a lot of time debating that issue.

But the other issue, potential anendments
that | really wanted to address is very inportant is the
one that would effectively require every HMD to be a point
of service plan. In other words, every HVO woul d have to
provi de some sort of coverage to nenbers who wanted to
| eave the HMO. So what you woul d have, essentially, is
every HVMO woul d be a point of service plan, and that woul d
effectively elimnate that choice fromthe market place,

which | think is contrary to the purpose of this paper.
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There are mllions and mllions of people
who every year select closed panel HVMD even when they have
other options. And they do this year after year even if
they don't have to pay additional prem um because they
want that choice. And | think that to preclude that
choice to require every HMD to be a point of service plan
not only do you increase premunms off the bat, but you
renove that one option

For exanpl e, Kaiser is a closed panel HMD
They have been in business for nore than 50 years, and
peopl e who have had options to choose other HMX>s they have
wi der networks have continued to choose Kaiser every year
both the benefit and of course the |ower premum if
that's the case. W have strong concerns about that
potenti al anmendnent.

DR ENTHOVEN  Thank you very nuch

Next we have R chard Fi gueroa fromthe
Senate I nsurance Conmmttee staff on expandi ng consumer
choi ce.

MR FIGQUERQA Yes, Dr. Enthoven. First |
do want to nention, Dr. Enthoven, we have the EBR nost
recent data in our office, if you still want that data

DR ENTHOVEN. Well, we nodified the wording
to get around it.

MR FIGUERQA: | just want to take a couple
mnutes to make some comments about the choi ce paper
al t hough choi ce seens to be one of the centerpieces what a

task force should acconplish. There seens to be a less
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than desirabl e amount of options in here in terms of
inplenentation at the state |evel

M chael Shapiro, an ex officio nenber
proposed a nunber of reconmendations that were on the
table since the last neeting, yet in the revised findings
and reconmendati ons while sone mnor technical changes
were made fromthat paper, we have not seen revised
appendi x that reflects a little nore bal ance between the
pros and cons, as well as the actual recomrendations
thensel ves in the body of the paper.

The two naj or focuses of M. Shapiro's
reconmendati ons, which | support, is expanding the market
rules 51 to 100 enpl oyee size market. There is data both
in this docunent as well as the University of California
whi ch show there is discrimnation agai nst enployers in
this market, and certainly you' re not going to see the
expansi on of purchasing groups in the 51 to 100 narkets
unl ess there are market rules.

In the snall group narket there are market
rules, the HHPC can exist. You' re not going to expand
purchasing group in the 51 to 100 narket unless there are
market rules that level the playing field between insurers
inthat market. Both the California small business
associ ati on and sone insurers, consuner groups, provider
groups and ot her consumer groups support the market.
Wthout these, certainly any kind of H PC expansion of
this market (inaudible) pretty dramatically. Again, if

you want to expand purchasing group in this market, pretty
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much got to do a plus offer towards expanded choi ce.

The other issue of course is in the

i ndi vi dual market. The individual narket is conpletely

unregul ated. Individuals have a najor problemin getting

choice in that market, particularly those that are

percei ved to have adverse nedical conditions, and they end

up going in for high risk pool, whichis a very limted

benefit package.

Now, certainly, | as well as nost people

recogni ze that just offering coverage on denmand result in

very bad adverse selections. So what you see here in this

reconmendation is when you establish market rules, you do

it with alot of mtigating issues to kind of reduce the

armount of risk selection that you have in that market,

including limted open enrol |l ment periods, use of

preexi sting exclusions, prohibition against swtching

bet ween hi gh and | ow deducti bl e pl ans on denmand, tenure

di scounts, even doi ng things such as premumrating and

larger risk adjustment processes that spread the risks

much nore evenly across the marketplace. W have done

ext ensi ve work on what other states have done.

DR ENTHOVEN  Thank you very much.

MR FIGUEROA 1'd like to talk about that

as well which is why there are mtigating factors. Take a

| ook at other states.

M.

DR ENTHOVEN  Thank you very much,
Fi guer oa.

Next we'll here from Jeanette Morrow,
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California Coalition of Nurse Practitioners. She's got
two items. Wuld you pl ease speak right nowto the item
whi ch is consurer choi ce of health plans.

M5. MORRON  Thank you.

| have just a comment and actually it's a
conpl i nent regarding the change in the | anguage from
physi ci an/ patient to provider/patient, which is a benefit
to nurse practitioners, and it's very difficult when we
are constantly butting up agai nst barriers because of
| anguage whi ch excludes us by using terns that don't
i ncl ude us.

So there's a lot of confusion in the
Knox- Keene Act that says that patients nust be assigned to
a primary care physician. MNurse practitioners provide
primary care; can we be called prinmary care provi ders?

So the semantics in |anguage that says
physi ci an, even though we don't want to see it expanded
into a lot of verbiage saying other providers within their
scope of practice, we do need to address the issue in a
way that affords us conclusion. So | would comrend the
comm ttee on making that change.

DR ENTHOVEN  Thank you very much.

MS. O SULLIVAN. Dr. Enthoven, on that
question, | think last time we commtted to doing that,
but it didn't showup in all the papers. W were going to
nmove from saying doctor to say health care provider or
heal th care professional.

DR ENTHOVEN  The manual of style that Sara
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i ssued and cane across ny e-mail and everybody else's told
us to do that but unfortunately we don't have the
el ectronic technology that allows you to put it in once
and for all. So the intent and the pretty good conpliance
has been to do that. And if you think that it could be
done better, conme on down and help me with the typing.

M5. O SULLIVAN So by the end we'll try to
do that?

DR ENTHOVEN Yes. These things are
cycling so fast.

M5. O SULLI VAN  Thank you.

DR ENTHOVEN  Thank you very much.

Anne Eowan, Association of California Life
and Heal th | nsurance Conpany on the consuner choi ce paper.

M5. EOMN:  Thank you, M. Chairman and
nmenbers. |'m Anne Eowan with the Association of
California Life and Health I nsurance Conpani es. For those
of you who are not famliar with nmy association, we
represent PPCs and some HVDs as well.

| have a couple of conments, particularly
with regards to what appears to be a second recomendati on
in the paper on the mni num participation requirenents.
The concern that our association has is that it's
presented in the paper as if it's a formof skinmmng to
have participation requirements. | actually was a part
of, as a nunber of other folks in this roomwere part of,
the small group reforns that set up the participation

requiremnents.

BARNEY, UNGERVANN & ASSCCI ATES (888) 326-5900

234



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

The concern that we have is that any health
pl an, even though you do have sone nitigating | anguage in
here where you wouldn't have to do both an HMD and PPO --
the two plans aren't the same -- even two HM>s or even two
PPGs, what happens is that an enpl oyer group will say one
to ten, you'll have one enployee in that group who nay
want additional benefits. And even if you have sonet hi ng
that's sinmilar, maybe another health plan has somet hi ng
that's nore friendly with regards to say fertility
coverage, which is something that's kind of popular in the
news, that enployee would ask for a different health plan.
That health plan woul d not be able to refuse guarantee
i ssue. They woul d get that enployee and only that
enpl oyee not be able to spread the risk among the entire
group, and then when that enpl oyee determ ned that he or
she no | onger needed the services, the next enroll nent
period they can opt out.

The reason you have participation
requirement is less in terns of skimming but nore to
protect in terns of risk selection

| would say if you have an aggregate m ni num
participation requirement of 80 percent for a group, just
because the entire group 80 percent is covered, if you
have that one who's picked you because they want to use
the services, the 80 percent doesn't help you to avoid
adverse ri sk.

So | think there's some assunptions in that

reconmendation that would actually lead to | ess choice
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because those plans that provide a little bit nore choice
will be eventually sel ected out of the nmarketpl ace because
they have to guarantee issue. So | would ask you
seriously review that recommendati on.

Quickly in terns of the appendix, |'m not
clear quite how the appendix is going to be used. There
are additional recomrendations in appendi x format that our
associ ation has been on record for a nunber of years with
concerns. And I'mgoing to quickly go through this,

M. Chairman and nenbers.

VW are very concerned of course with
armendi ng the market rules, the 51 to 100 market. There's
been extensive debate on this. |'mnot sure that this
poor task force has so nuch in front of them would have
the benefit of all that debate, but our concern is that
the enpl oyer groups in that market are not asking for the
change, primarily because they are able to negotiate their
own benefit plans right now

And what happens when you do guarantee issue

or guarantee renewal like you did in the small group
mar ket, what happens is that you have to just -- because
you coul dn't possibly guarantee 1,000 plans -- narrow down

your choices. And those enployers that are currently in
that market and sone of themare | arge enough to
self-insure purchasers will self-insure.

DR ENTHOVEN  Thank you very much.

MR ZATKIN. M. Chairnman, may | ask a

questi on.
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DR ENTHOVEN  Sure.

MR ZATKIN: Back to the participation
requirements. Suppose it were structured so that it
invol ved basically a split, offering dual choice so that a
carrier couldn't have nore than a 50 percent
requirement -- could have a 50 percent requirenent.

Wul d that work in your --

MB. EOMN  You nmean in terms of it has to
be 50/50 between two health plans? That's sonething to
consider. | don't knowif you got a two |ive group,
whet her that really hel ps you because it goes down to --

MR ZATKIN: Let's say a group of six.

M5. EOMN.  Really | guess it just depends
on how -- | think there are sone mtigation in here in
terns of --

MR ZAREMBERG M. Chair, maybe | can
respond to Steve. | think it's a practical situation.
Consi der yourself, you're an enployer with 12 people. You
go out and you offer your enpl oyees two plans, but you say
as a caveat, "l can only offer you two plans if no nore
than six sign up on each plan." Then you have to cone
back and say, "Wll, | couldn't get six in one, so
everybody has to switch to another plan. It's really
unpracti cal when you say only 50/ 50.

MR ZATKIN: It doesn't obligate the
enpl oyer, as | understand the recomendation. It
obligates the carrier if the enpl oyer wanted to.

M5. EOMN:  That concern about gaining with
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particul ar enpl oyees.

MR ZATKIN. | don't think it obligates the
enpl oyer.

MR ZAREMBERG The plan. But they work
together. | don't know how you distinguish one fromthe
other. Wien you go up from-- | don't quite understand.
You're still stuck with the same problem Steve.

DR ENTHOVEN W have some nore questions,
Dr. Northway.

DR NORTHWAY: This norning we heard that
there's a fair amount of discontent anong the people in
California, sone of the people in California that are
covered by various and sundry plans. It seens to ne the
fewer the nunber of choices that they have, the greater
the nunmber of conplaints. And that's an issue that
obviously we're going to grapple with. [It's an issue that
the state will eventually have to grapple with, but yet
you're saying in the narket place the reality is you can't
offer a lot of choices.

Can you give us sone ideas as to how we can
deal with this so in fact the people of this state feel
confortabl e about plans that they are being offered.

M5. EOMN:.  Enpl oyers currently, there are a
nunber of health plans that offer a dual choice
arrangenent, sane health plan but they offer a POS with an
HMD option so the enpl oyer can choose sonething |ike that.
The enpl oyer can go right nowto the H PC and get a choice

of more than 10 plans. So | nean there's choice in the
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mar ket pl ace

DR NORTHWAY: Not in the 51 to 100

M5. EOMN:. 51 to 100 they can negotiate
their own benefit package. In the debate that we
unfortunately don't have time to do today on that issue
those few snall enployers that were not able to get a
choi ce of 10 plans were always able to get at |east one or
two. They don't have the same problemas the small group
mar ket and they' re wei ghi ng agai nst renoving choi ce for 98
percent of the fol ks who are happy with that narketpl ace
to affect the two percent that nay have problens. And
we' ve been working with Gallegos and sone of the other
menbers and Senator Rosenthal trying to figure out if
there's sone way absent to guarantee issue in that narket
so you can try and affect sone of that.

For exanpl e, nmaybe you all ow smal |l enpl oyers
who are in the small enployer narket to stay in their
smal | enpl oyer market if they get to be say 51, 52, 53
life groups. Maybe we don't allow themto redline by
industry. So there are other options that aren't explored
inthis paper. And | know -- | don't want to -- | know
you are all being very patient with me, but | think before
the task force adopts recomendati ons that are very
far-reaching and have been the course of debate in the
capitol, that there are a nunber of issues on all of
those -- and | haven't even got to the individual coverage
of course. You nmight want to wait in ternms of that

because | think it's alittle premature. | think you
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deserve that debate.

MR ZAREMBERG Dr. Northway, the chanber --
this falls into that category of 51 to 100 enpl oyees. W
have three HM»s where it would offer -- in fact, we can
negotiate price, and many of them have participation
requirements and were able to negotiate those with the
health plans too. So you do have -- when you're in a 51
to 100 category, you do have the ability to enter into the
mar ket pl ace and devel op pl ans that each of the enpl oyees
needs today.

DR NORTHWAY: Al we're saying is whether
we should put a little teeth in that so in fact everyone
inthe 51 to 100 market offers three plans. Because
apparently the people of this state are saying, the nore
plans | have to choose from the less problens | have with
the system if | heard the data correctly.

MR ZAREMBERG Dr. Northway, let ne submt
to you that when the debate was going on with AB 1672 in
the small group market reforms, the allegations were nade;
some peopl e said you're crying wolf, that there woul d be
fewer PPO options for the individuals in the small group
mar ket .

And 1o and behold that's exactly what
happened. You |l ook at the H PC, and there's really no
viable PPOin the HPC. But it was worth the trade-off
because at that time you couldn't buy affordable health
insurance in that small group market. Now you can whet her

you're in the HPC or outside the HPC. It was worth the
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trade-off. Since | don't think there's really anyone that
expects rates to go down and accessibility will inprove
significantly.

I think if you go back and | ook at that data
today, would you want to be the one to pronote |ess PPCs
in the marketplace for everybody in that 51 to 100
category? And that's exactly what you would do if you
were guaranteed -- you do this small group reforms for the
51 to 100 marketplace. That's the consequences of it.
Whet her you think that's good or bad, those are the
consequences.

DR NORTHWAY: |'mnot going to argue. |I'm
just responding to what | heard from somebody who
supposedly did a nonbias report; |ike 42 percent of the
peopl e that they surveyed were unhappy. And the people
who were the nmost unhappy were the people who had the
| east choice. That's going to eventually end up on
Martin's desk to say, "Assenblynman, do sonethi ng about
it."

MR ZAREMBERG Wiat |'m sayi ng,

Dr. Northway, on the proposal for the 51 to 100, the
bottomline is you will give themfewer choices of types
of plans if you adopt the snall group narket reforms 51 to
100.

MEMBER  Wich turns the argument on its
head. |'Il wait to be recognized later, but |I think we're
getting into another discussion instead --

DR ENTHOVEN 1'd like to nmove this on now
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to the paper. |'msorry. W have Beth Capell. Beth
Capel | from Health Access on the consuner choi ce paper.

MB. CAPELL: Thank you.

Two points, not to enter into the discussion
at length, but we are generally supportive of the
suggestions made by the staff to the senate insurance
commttee with regard to the individual nmarket and the
mar ket for enployers 50 to 100, in hopes that nore people
wi || have access in that narket.

We woul d ask the task force inits
del i berati ons on anot her recommendati on, the
reconmendat i on on changing ER SA to consider very
carefully the inplications. W support broader consumer
choice. W are, however, troubled by the notion that
wi thout an enpl oyer nandate to provi de coverage, that we
woul d require enployers to do certain specific -- to offer
a variety of choice. W believe that there are enpl oyers
for whomthis would be chall enging; those are not the
| arge enployers. And | think your data reflects that
smal | er enpl oyers have difficulty now of fering a range of
choice. W wish the task force in its deliberations to
consider carefully the inpact on access.

DR ENTHOVEN. May | ask a question pl ease?

M5. CAPELL: Yes.

DR ENTHOVEN In 1973 the Congress passed
the HVD Act requiring every enployer of 25 or nore --
essentially what it came down to is offer to HMX:s as wel |

as your fee for service plan. Now, | have to adnit | kind
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of lived the experience, but | haven't seen good
document ati on or anyt hi ng

Did that cause a | ot of enployers to drop
health insurance or did it bring down small business or
did it cause other negative consequences on its way to
openi ng up the marketpl ace HV>s?

Ms. CAPELL: I'msorry. M recollection, |
don't know the data. And ny recollection of the health
care market in California does not extend back to 1993 and
| apologize for that. M sense of it is that we see
declining enployer participation; that is, we know that we
have fewer than 50 percent of all Californians now have
enpl oynent based coverage. This is an area of great
concern for us and we just -- we tread cautiously in the
area of requiring enployers to offer nultiple choices if
it woul d nean that nore Californians woul d have no
coverage at all.

DR ENTHOVEN  Thank you.

M5. BOME: And, Al ain, enployers under 25
were --

DR ENTHOVEN. | said 25 or above

MB. DECKER Can | make a comment. | al nost
can renenber back then al nost.

DR ENTHOVEN  You were in high school

MS. DECKER. The issue, | think an HMO Act
was that it was required that if you were nandated as an
enpl oyer, and | nay be not be remenbering the terninol ogy

correctly.
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MEMBER:  Tri gger ed

DR ENTHOVEN | can tell you with great
precision, | just used a shorthand because | assumed
everybody knew the full story. That was, the law said if
you' re an enpl oyer of 25 or above, subject to the Fair
Labor Standards Act and if a group practice HMO and if an
i ndi vi dual practice HMD served enpl oyees living in your
area and if they cane to you and triggered the mandate,
then you had to offer them

M5. DECKER | think fromny renenberance of
the large enpl oyer narket, we all came up with strategies
to denonstrate that we had not been appropriately
mandat ed, so we didn't have to offer.

(Laughter.)

DR ENTHOVEN That really reinforces ny
faith in enployer infallibility, doesn't it? So we will
renenber that when we consi der argunents about how wi se
and all know ng enpl oyers are.

M5. DECKER It was mainly an adnministrative
thing. W didn't want to have to support it.

M5. BOME: Neither do small enpl oyers

DR ENTHOVEN | think it's tine for us to
nmove to the paper to the findings and recormendations. W
placed in your file because of all the confusion of al
the foots and takes, Sara kindly stayed up the night
before last and made a new, clean copy that, as we said
they tried to correct several problems, like we had it

right in the back, but hadn't transferred it into the
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front. Then we reviewed suggestions from some nmenbers
that were in the nature of technical corrections or
questions of fact or something, not substantive or policy
changes, and thought it would be sinpler for you to work
off of that. |If you don't want to do that, you have the
paper that was sent out to you, that version, and you
could work fromthat, either one. The new paper which is
meant nmerely as a courtesy and conveni ence to you, is in
your manila folder. W need to go to the page 3, task
force recomendati ons

M chael .

DR KARPF: A ain, before we get down to the
specifics, could | ask a question relating to a
phi | osophi cal approach concerning the letter | wote to
you?

As | thought about how we were defining
choice in this paper, and it's a very inportant approach
It's one of trying to simulate conpetition to drive down
price and inproved quality. Certainly that's an inportant
public need and certainly an inportant benefit for
CONSumers.

As | thought about choice as an individual
as a consumer, as | thought about choice for other
consuners, ny concern was when consuners think about
choi ce, they mght not necessarily think about choice
between two sinilar types of plans, two very restrictive
HMOs, but actually think about choice in terns of wil

they have access to a particular provider or particular
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center of excellence at a tine of need.

And in fact the data we saw today makes ne
think about that even nore. Because we saw this norning
that somepl ace around 75 percent of Californians had
concerns about their ability to choose a provider of a
provider that they wanted or a center of excellence and
were willing to pay sonmething for it. Now whether they
are willing to pay enough, that's sonething that's
debatable. But it really does lead to a different issue.

And as a nore -- as a broader interpretation
of choice, and | would wonder if we are going to deal with
that or we're not going to deal with that or if anyone
el se on that task force has an interest in dealing with
that?

DR ENTHOVEN | think we need to reduce it
to some kind of specific proposal that we can deal with.

DR KARPF: | think that one can devel op
proposal s that woul d suggest that point of service or
tiered managed care products be mandatorily offered if not
i mposed.

DR ENTHOVEN | E-mailed you. W've
corresponded about this. I'mtrying to think what did I

send back. Have you been reading ny E-mails?

DR KARPF: |'ve only been reading the
reports. | haven't got to ny e-mails
DR ENTHOVEN That's too bad. | did think

about what you said and | wote you sone |ong E-nails.

Here's sone ways we can do it. | tried to come up with
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some fairly tangi bl e suggestion to you that you night |ike
to come back with a specific report.

DR KARPF: | would go through the trouble
if there was interest init. | suspect there nay be sone
interest init, but I think it will take sone thinking and
some crafting. But | would |ike to have some sense of is
that on the table or is that not on the table?

DR NORTHWAY: | think it's extrenely
i mportant.

MR KERR | do too.

DR NORTHWAY: The first part.

DR ROVERO |'ve been foll owi ng sone of the
traffic, although not all of this. And | who knew not hi ng
about this issue a nonth ago, ny reaction is thisis a
very interesting and | ooks like a very productive idea,
but requires a lot of work to develop it and cost it out.

So one approach to get the canel's nose
under the tent would be not to reconmend a nandate on
sonmething that is not fully devel oped, but to reconmend a
study or further work by the regulator working in
consultation with the industry to basically do a
feasibility study over the next six months or a year.

This is not an attenpt on ny part to water
it down because | like what |'ve heard. | like what |
heard a lot, but |I've only heard enough to say to nme this
is worth further study, not that it's baked yet.

MR ZATKIN. Could | ask a question? |'d

like to know what the definition of the problemis.
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Because point of service is pretty widely available. So
tell me what the definition of the problemis.

DR ENTHOVEN  Any enployer in California
can buy a point of service.

MR ZATKIN That's correct. And if the
question is any enpl oyee, that's an issue of the
enployer's willingness, which is really an ER SA issue.

In terms of California, what's the definition of problen®?

M5. FINBERG Wiat percentage of peopl e have
a plan with a point of service option in the state?

MEMBERS: Can you speak | ouder.

M5. FINBERG | was asking a question what
percentage of people in the state have a plan with a point
of service option.

MR WLLIAVS: Anyone who is covered by any
of the najor health plans in California woul d have an
option down to groups as snall as two of either an HVD or
a PPO or HMD and point of service. | know we carry it.
Pacific Care has it. Blue Shield has it. Health Net has
it. | think that the preval ence in the marketplace is to
offer -- that the nost health plans offer a choice of HVO
PGS or HMO, PPO and sonetines all three.

MB. SINGER W received data from KPM5 on
that. | think it's eight percent have the point of
service plan and another 23 percent have PPQ

MR PEREZ: M. Chairman, | would have |iked
to nmove this at this point, except | have one problemwth

it. If we can resolve the problem | think we can nove
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forward quickly. That's regarding the recomrendations to
change ERISA. | feel strongly that if we required

enpl oyers to offer multiple choices, what in fact is going
to happen we will have | ess choi ce because many enpl oyers
will be priced out by having to offer nmultiple options.

I can't support that, and before we actually have a notion
on the table, | wanted to raise that problem and | think
others in the roomm ght share ny concern.

DR ENTHOVEN  Bar bara Decker.

MB. DECKER | would like to ask for
clarification fromJohn. Wen you say "priced out," are
you saying that it woul d cost the enployer too rmuch
admnistratively to provide nultiple option?

MR PEREZ: Yes.

DR ROMERO Just stop offering coverage?

MR PEREZ: O fering coverage all together.

M5. DECKER | actually think the pressure
will be nore like, "I will go to an ERI SA type basis for
offering ny coverage, and then | don't have to conply with
what ever state requirenments there are."™ So | agree,
people may react in different ways, but | think you get
nmore ERISA plans if we nandated sonething on a state
basis, get nmore people going that route to escape.

DR ENTHOVEN  John, | now regret that we
didn't find a way to research it. Wat was the inpact of
HVOD activity in 1973?

MR PEREZ: 1n 1973 | was a little too young

to foll ow the HMD Act.
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M5. BOME: But, Alain, | think even if you
had researched it, you would come up with a mxed bag. |
think there have been a nunber of studies done, many of
whi ch have been published in Health Affairs that talk
about why enployers do or don't offer any health plan or
multiple health plans. And over and over again the nunber
one barrier in the small group market is cost and the fact
that the enpl oyer knows that once they give that benefit
to their enployees, they can't take it away. So they are
afraid to even offer it because their viability and their
long term econonics are not stable enough. So that's the
nunber one reason in the small group market.

In the larger group narket they do tend nore
to offer health benefits, and | think that's been proven
by EBR anything you want to look at. And in fact
enpl oyers are offering -- nore of themare offering health
pl ans now, according to our |atest Health Affairs study.
It's increased in 1987 from 78.7 percent to 1996, 82
percent of enployers are offering health benefits.

Qearly that is very weighted to nuch more in the |arge
group, nuch less in the small group.

But this artificial inposition of saying
that all enployers that offer have to offer multiple
choice isn't going to work until we have either an
enpl oyer mandate or some other structural change. And
this recommendation is quite frankly going to lead to
fewer PPO options and fewer choices in the health benefits

market. And | realize it was well-intentioned, but it
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unfortunately is either premature or dead wong. |'mnot
sure whi ch

DR ENTHOVEN | keep coning back -- | don't
think all those bad consequences occurred in 1973
al t hough - -

M5. BOME: | was the Kaiser |obbyist. |
negoti ated those things, and | can tell you it did nore
damage to the HMD novenent, and that's why we do not see
it today. Because enployers resent being forced to offer
sonmething. Many offer it; nany enpl oyees love it, but not
everybody wants it and you can't jamit down their
throats.

MR ZATKIN  Rebecca, renenber we never
triggered that.

M5. BOME: That's correct, Kaiser never
triggered anything

MB. SKUBI K:  Kaiser's position has al ways
been you want to be in a narket where you have choice

M5. BOME: That's right. That's because
they have a cl osed panel and they want to be sure that
where you el ect an option of a closed panel, you in
additi on have the option of other choices. And,
believe, at least as far as | renmenbered with Kaiser, they
were always of fered al ongsi de another benefit plan

Today the market is somewhat different.
Because nost of the big players are offering double,
triple, quadruple options, an enployer can go with -- ['1]

just call it plan X and offer the whol e potpourri of
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choi ces, and as we see, the nmarket has evol ved that we no
I onger need or have or in sonme people's mnd desire the

benefit trigger that you have to offer an HMO Wy woul d
we in 1996 want to cone back in and say you have to offer?

DR KARPF: '097.

DR ENTHOVEN It's because we have this
evidence that says some |arge nunber of people especially
in the small group area do not have a choice of plan and
because --

MB. BOME: There are nore that don't have
any plan rather than don't have a choice. You're going to
have nore that don't have any plan that have a choice if
you inplenent this.

DR ENTHOVEN Ron WIIians.

MR WLLIAVS:  Thank you, Al ain.

| think that the challenge for all of us is
the chal l enge of what | call counter-intended
consequences. That we all want to increase choice and yet
the very actions that we take often result in decreasing
choice. That we all want people to have nmore access to
health care, particularly at the individual level, and yet
the very actions we take can end up in reducing the access
at the individual level for health care.

| think in terms of nmandates and
requirements, the question that | would start with is that
a mandate is at the end of the policy spectrum in ny
mnd, and that we would need to have pretty conpelling

evidence that the market in conpetition and the fact that
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health plans and others who see the kind of data that we
saw today -- although | viewthat as prelimnary and |'d
be very interested in seeing the full study -- won't
respond to what messages they are getting from consuners
about what they are interested in and the messages they
are getting fromenpl oyers

The fact that individuals don't have choice
isn't a function of the fact that health plans don't offer
choice; it's a financial determnation on the part of the
i ndi vidual enployer. So if it's available but they won't
buy it, mandating that they buy it won't necessarily
result in thembuying it anyway. | think that's a little
bit about mny point of view

DR ENTHOVEN d ark.

MR KERR |'ve only heard hearsay so |'m
not sure howtrue thisis. | think if enployers realize
that what they are doi ng when they give one choice is
doubling the dissatisfaction rate of their enpl oyees
That woul d be sonething to be interested in. 1've heard
the rumor anyway that brokers get nore commissions by
maki ng sure only one plan is offered, and so that the
enpl oyer who's say you' re 30 or 40 enpl oyees or 100
enpl oyees, you're so damm busy, you can't think about
health care. And if the broker is getting nore noney to
tell you, take this one plan, they tend to believe the
broker, regardl ess of whether the enpl oyer -- certainly
not the enployee's standpoint.

There's al so anot her issue that yes, if you
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do offer several different plans, sone of themlike PCS
and sone will be nore responsive. Nobody is requiring the
enpl oyer to offer health insurance, and certainly nobody
is requiring them-- what anmount of noney they put in.
They can put a set contribution in, give us a choice and

l et the enployees pay the difference dependi ng on which
plan; so it doesn't affect the enployer, per say.

So it's the enployees, and a few of them

not all. Gbviously the najority said they wanted it but
woul dn't pay enough. If they want to pay enough, at |east
they have the option. |If the enployer is still putting in

$50 or $75 bucks, regardless if they choose the $75 buck
plan, the difference is --
MR WLLIAVS: That's what happens today.
If our products between 2 and 50, there's not a small
enpl oyer where each enpl oyee does not have a choice of an
HVMO or a PPOliterally, each and every one. And yet the
enpl oyee for econonic reasons and the enpl oyer who often
sets the contribution in a way that guides people in the
direction of |owest cost option. So | get the sense we're
trying to address an econom c question, at the same tine
we're struggling with the kind of choice consunmers want.
MR KERR The statistics we've seen in the
paper here and certainly the ones we saw -- seemto
indicate that there are a fair nunber of enployees who
even when you include the spouse plan still don't have a
choice. And it ranges sonmewhere, it's a little bit bel ow

50 percent but not much. It certainly affects a |ot of
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the people in the hundred and bel ow market. | guess maybe
you guys offer all this choice, but then the reality is
it's not getting there.

MR WLLIAVMS: | don't mean to hold this out
as totally unique. | know lots of ny conpetitors do the
exact sane thing.

DR ENTHOVEN | wonder if the data
report -- you're offering -- you have kind of a single --

MR WLLIAVMS: Mx and match.

DR ENTHOVEN | wonder if it's all Blue
O oss but you can have Blue Cross PPO or Blue Gross -- |
wonder if that in the data gets reported as a single plan.

MR WLLIAVS: That's why | said | would be
very interested.

M5. DECKER If people don't know what plan
they're in, maybe they don't know they have a choice of
anot her pl an.

MR WLLIAVS: | think it's an economc
questi on.

DR ENTHOVEN  John.

MR PEREZ: 1've already gone once. |f you
want to go to people that haven't gone.

DR ENTHOVEN. Bill, go ahead.

MR HAUCK: Barbara made the point | was
going to make. Data shows people don't know what they're
buyi ng anyway. They don't know if they are buying a PPO
or an HMO or a PCS, XYZ.

MR ZAREMBERG |I'mcalling on that for
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different initiatives. People in PPGCs think they're in
fee for service medicine. That's their perception

DR ENTHOVEN:  Nancy Farber.

MS. FARBER No.

DR ENTHOVEN Al pert.

DR ALPERT: Not to confuse it alittle nore
but | thought we were tal king about two different things
M chael and Phil started sort of one thing and then we get
off on this. And | thought initially they were totally
separate and now |' mnot so sure

| don't knowif it's appropriate or not to
hear fromthema little bit nmore about -- as | understand
what they're talking about is to try to do sonmething to
give the choice at the time when nost peopl e need the
choice. |Is that what you're saying? Il.e, it's not
necessarily at this juncture that we're tal king about now,
but you're trying to -- this came up briefly at the |ast
meeting -- to try to explore something at a tine when
somebody would want to opt out, for instance if they had a
life threatening -- when sonmething is really a problem

DR ROMERO |I'mreacting to things |'ve
heard. |'mnot an advocate for this position. Let me
tell you as | understand it. Mchael, you can el aborate.

The idea that | was reacting to, as |
understood it, was mandatory PCS with some high deductible
so that the enpl oyees were responsible for a substantia
amount of first dollar coverage. But then they have the

option of going out of the network, exercising their PCS
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above that level -- and if necessary, for some specified
l'ist of diseases.

Again, all that was not nmeant to advocate.
That's just the way | interpreted it as | heard
di scussi on.

MR ZATKIN:  You rnean excl usive -- when you
say mandatory PCS, you mean excl usive POS? You nean
that's the only product --

MR ROVERQO No. | want to stress, |'mnot
the author of this idea. There's alinit howfar | can
go. As |I've understood through the discussions |'ve
heard, it would be -- there would be a mandate to offer
PCS as one of several options, to offer what | just
descri bed as one of several options.

MR ZATKIN  Mandate on --

DR ROVERO  You've reached the linit of
ny -- that's as far as | can go.

DR ENTHOVEN  Shapiro.

MR SHAPIRO I'd like to put this in the
broader context in terns of the task force deliberations.
The | egi sl ature has often been accused of m cronanagi ng
managed care. | think there's sone fundanmental papers, an
issue for this task force, and | comrand the Chair, in
particular, that deal with market reforms, to nake the
mar ket work. And one of the fundanental things you can do
to make the market work is provide choice anong the plans.

| happen to think that putting the ER SA

option the first option as a practical natter is
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interesting, but | think the chairman hinsel f personally
got brushed off by Shalala | ast night because the
practical matter -- | don't see that happening in Congress
because of resistance of the enployer groups and | abor
groups and others. It actually is clean; the sky did not
fall in 1973 when that happened, and there was choice.
It's no | onger there.

DR ENTHOVEN Wat a humliation to be
bl own of f by Donna Shal al a.

(Laughter.)

MEMBER | conmend your persistence because
you camne back.

MR SHAPIRO In terms of whether there's a

probl em whi ch was Steve's point, you got UC Davis UCLA

data saying discrinination -- and obviously in the

i ndi vidual market but at the md-size market level. W're
seeing discrimnation there. | took exception to the
paper that said, "lnsurance industry and small business
propose this concept." Snall business association which

is the md-size fol ks, not the Chanber of Conmerce support
reforns in the md-size market. There are some --

MR ZAREMBERG They al so supported enpl oyer
mandate. It was voted down by the -- California small

busi ness associ ati on supports an enpl oyer mandate not the

general --

MR SHAPIRO And | do not.

MR ZAREMBERG Several of our menbers have
fewer than 50 enpl oyees, so | truly resent that. | think
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it was an overstatenent.

MR SHAPIRO M point is this: Thereis a
problemin the nmarket. Choice is one way to deal with
that market problem And finally there are ways to do it
with mtigation to limt ER SA switch ER SA and ot hers,
and you have to bal ance the benefits of choice, whether
it's md-size, further reforms in snall group or
i ndi vi dual against the risks that people fear in terns of
reduci ng options enployers switching to ERISA  And no one
has suggested that balance is not there and those risks
are not there.

| think the only question is whether this
group wants to choose pronoting choi ce knowi ng those risks
versus not pronoting choi ce and saying the risks are too
great. And | think that's the question. |'mnot saying
those risks aren't there. W've tried to mtigate them
If they are not adequately mtigated in the mnds of those
who are concerned, the vote is no; the risk is too great.
And the risk may be less in the md-size narket than it is
in the individual market, and you can take it different
vays.

But choice, we've seen the stats. You don't
have choice, you're less pleased with the system the
market is not working. It's a market macro issue and |
bring it to you in that context.

DR ENTHOVEN  Thank you. Phil, did you
have --

DR ROMERO  Yeah, thank you Al ain.
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Just two bits of information about the
public's preferences fromour prelininary survey. First,
not fromour survey but fromour literature review, | want
to just reinforce a point dark nade earlier that ny read
is that surveys where peopl e ask about your I|evel of
di ssatisfaction and then conpare those w th those
respondents who have choi ces and those who don't, the
wi t hout choice, your dissatisfaction tends to be about
hal f again or double that.

Qur survey when asked whet her peopl e woul d
favor or oppose a -- "workers pay some additional noney
for insurance that would allow themto pick any doctor
they wanted,” and |'mabbreviating this, but this was made
clear that it was not nmandatory, that it was voluntary,

70 percent favored that idea. Wen people were asked how
much they would be willing to pay for a plan that allowed
you to pick any doctor you wanted, the nedi an nunber was
about $25 to $30 a nonth. M only point -- and |'m not
an --

M5. BOME: That woul d not cover the cost,
and | would further submt to you | think we need to do
some segregation of the data by if the only choice of plan
is aPPQ that is freedomof choice, you just have to have
the econonics to go out of network

MR PEREZ: If | may, | think we're talking
about things and we're taking information fromthe survey
and we're not taking it in the proper context. W're

tal ki ng about choice versus no choice. And there's really
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a third thing we ought to conpare it to. It should be
choi ce, no choice, and no coverage.

M5. BOME: Yes.

MR PEREZ: And | would venture to say that
peopl e with coverage but no choice are a little happier
and a little better off than people with no coverage.

DR RAOVERO  Yes.

MR PEREZ: If | could just read a sentence
here. W' ve been very careful about not making
unreal i stic nandates to either the legislature, the
governor, or enployers. |If the phrase before us was, "the
task force recommends that the U S. Congress create a new
law | i ke the provisions of the original HVD Act that
requires enployers to offer choice of plans which may be
satisfied by purchasing through a purchasing group or
nmodify ERISAto allow California to do so," we would vote
against it. But because it says that this is only limted
to those enployers that currently offer coverage, we seem
to be more willing to make that nmandate. And | think
that's an unreasonabl e mandat e.

| think it's unreasonable for us to put a
hi gher burden on enployers who are trying to do the right
thing right now by offering sone health care coverage to
their enployees. And for us to force those enployers to
offer multiple choice is really, in ny opinion, going to
move us in the wong direction and nove people from no
choice to no coverage. And | think that it's really wong

of us to do that.
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MR KERR If you don't require the enployer
to pay any nore noney, if the additional noney for that
comes fromthe enployees and it's their choice yes or no,
the enployers really are not that unhappy about the idea
of having fewer dissatisfied enployees. Believe ne that's
the not the case.

If the enpl oyee is given the choice and is
going to pick up the tab and the enpl oyer -- having come
fromthe enpl oyer's standpoint -- is concerned about the
cost issue; it doesn't inpact them the only thing it can
do is leave a few fewer dissatisfied enpl oyees

MR PEREZ: | don't agree with the
assunptions built into that argument. Because | think the
costs are not just the costs that are going to be borne by
enpl oyees. | think they are admnistrative costs that
will be borne by the enpl oyer that may even increase the
copaynent that enpl oyees woul d have to pay for the plan
that was originally offered to themwhich I don't think
wi |l increase enployee satisfaction; that they have to pay
nmore noney to get the plan that was already offered to
themor pay nmore noney still for a new plan

MR ZAREMBERG | couldn't agree wi th John
more. | couldn't say it better nyself. | think there's
somet hing inportant, another point that Phil brought up
about this point of service, and we've used the survey to
say peopl e want choi ce

One of the things that was also in the

survey, and |'ve tal ked about we want to make sure people
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have PPCs to choose from | think they also said they
like the staff nodel HM3s. They know what they are buying
when they buy staff nodel HMO  They know exactly what
they are getting when they get a staff nodel HMO And it
isn't a question of point of service. They knowit's a

cl osed panel and they know what they are getting.

So whenever we say people are nore satisfied
when they have choice or with a point of service, the data
al so shows when they know what they are purchasing and
they choose the staff nodel HVMO they are satisfied. So to
say we ought to insert additional requirenments on
everybody that cost everybody nmore noney and may reduce
the access to health coverage, |'mnot sure

| just want to make that point. Let me
sumari ze why because then | won't talk anynore. | agree
with what John says, and | think Beth supported that too
W both share the sane concern. W may not agree on a | ot
of things, but we agree enployers should be able to
provi de access to health insurance as much as possi bl e,
and when you raise the costs and especially in the smal
insurer market, small enployer market, you're going to
reduce access

I think that the participation requirenent
when you elimnate that, it's also going to raise costs in
the small group market. And once again that elasticity is
going to reduce the access to health insurance.

Can | ask a formal question, a procedura

question? Because when we drafted up the plan -- we have
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this process of if it's in the paper, then we have to have
a vote to take it out. Does this mean everybody has to
vote to take one and two out if we disagree before we
approve the plan?

MR LEE Since l'mnext inline, if |
could, in terms of the process, before something has
been put forward as a notion, we can reword it or nove it
as the recommendation. And one thing | woul d encourage us
to do is follow through recormendati on by recomrendati on
add or delete.

In terns of that, relative to -- | think
this background discussion is very inmportant. |'m
concerned that the hard i ssues around choi ce, we have been
talking a | ot about ones we can have much | ess inpact on.
There's other hard issues around choice of access to
specialists, et cetera, where the rubber hits the road for
nmost consumers that we aren't going to have tine to talk
to in the context of doctor/patient relationship, practice
of medicine, and | hope we do get to talk to. That's a
note in terms of us being able to be nmore rigorous with
our tine. | think we really need to have a tinekeeper to
remnd us what we're taking away in our |ater discussions
because we' re doing that and --

MB. SINGH It's been al nost an hour.

DR ENTHOVEN | think it's tine for us to
take a vote on the first reconmendation.

MR LEE 1'd like to propose a dranatic

change in the first recomrendati on and see how this flies.
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M5. SINGE W'll do a straw poll.

MR LEE This is a straw poll. Then we can
decide if it's going to be noved. But the | anguage woul d
be: "The task force recomrends to the U.S.

Congress to consider changes in |aw like
those provisions in the original HVO Act

to require or provide incentives to enpl oyers
to offer a choice of plans."

And then 1'd note in parentheses, "This
choi ce nmay be satisfied through purchasing through a
purchasing group and this may require nodification to
ERISAto allow California to do such actions."

And it goes on, "such actions shoul d
consider the need or the desire to expand coverage as well
as expand choi ce anongst plans."

MR PEREZ: M. Chairman, may | offer an
alternative for consideration in the straw poll? That
anot her consideration that we m ght have before us woul d
be the | anguage wi thout any reference to mandating the
choi ces and wi thout any reference to the changes to ER SA
So if we just took out the |anguage that we spent the |ast
hal f hour arguing about, naybe if we take a straw poll on
that as well.

MEMBERS: What's the | anguage you're
suggest i ng?

MR LEE That's what | tried to do. It
said to consider either nandates or incentives. Ether

way you can try to -- | think the point that |'mtrying to
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make is --

MR PEREZ: | think what |'mbasically
saying is get rid of A1, the first paragraph i medi ately
bel ow A and everything including No. 1 and naybe even sone
stuff after that. But | know that | feel strongly that |
could not support any of the |anguage that we just went
over, and | think there are several other people in the
roomthat also have that same concern. And instead of us
trying to tweak it, let's just figure out if there's
really a consensus that we don't want to have this kind of
reference. And if we don't, then we can figure out howto
read the |l anguage to agree with the sense of the room

M5. DECKER But what's left?

MR PEREZ: | don't know what's left.

MB. SINGHE Menbers, point of clarification
here. M. Lee has made a technical change. | think that
we need to have a straw vote on his change, and then we
can nove on. Because it's going to be conplex and unfair
to other nenbers if we amend things that are not --

MR PEREZ: If we're taking a straw vote.

M5. SINGE | think we need to take a straw
vote on his first.

DR ENTHOVEN Let's take one on his because
his is a way of sweetening this pill, and then we w |l say
whet her people are willing to swall ow the sweetened one.

M5. SINGE It doesn't nean that it's
adopt ed.

MR PEREZ: | understand. |If you give
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peopl e alternatives, we're tal king about giving people
choice; let's give people a choice. Do you like Peter
Lee's alternative or do you like not having any reference
to ERRSAin the --

DR ENTHOVEN W will vote on Peter's
because Peter's mght sweeten the pill enough that sone
others nay be willing to swallowit. Let's have a straw
vote on Peter's sweetened wordi ng which basically says to
consi der changes in the |aw and require or provide
incentives to enployers to choice of plan and consider the
desirability to expand coverage.

MB. DECKER Is that directed to the U S.
Congr ess?

MB. SINGH Yes. It would read -- | believe
it would still continue to say, "The task force recommends
that the U S. Congress consider a change in law |ike
ERI SA. "

MR LEE | think it would probably be --
woul d suggest to -- with all due respect, Alain, to pul
out the (inaudible) provision HVO Act. And part of the
intent -- and 1'd al so be happy to say task force
reconmends Congress and the state | egislature consider
changes in lawto require or provide incentives to

enpl oyers to offer a choice of plans.

MR PEREZ: | have a question, specifically
on your recommendation. |s this requirement or incentive
still only applicable to those enpl oyers who currently

of fer coverage?
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MR LEE No. | specifically dropped out
"that offer coverage."

MR PEREZ: So what you're saying is
theoretically we could be asking for a mandate for all
enpl oyers to offer nmultiple coverage?

MR LEE Potentially. The consideration --
the point was made, which | think is a very good point,
wi t hout nandat ed coverage sone fol ks would drop out. |
don't know that | support that. But it's either nandates
or incentives to try to get nore enpl oyers covering nore
peopl e.

MB. SINGH Shall we take a straw vote?

DR ENTHOVEN Al in favor of Peter's

amendnent pl ease rai se your right hand.

(Conplies.)
Seven.
Now, all in favor of John Perez dropping.

MR PEREZ: W're trying to get a sense so
we know how to tweak the wording.

MEMBER So is yours to strike this?

MR PEREZ: Mne is basically to strike any
reference to ERISA in creating these mandates that
enpl oyers who currently cover people offer nore choices.

DR ENTHOVEN So all in favor of striking
everyt hing between "a" and "establish" that whol e section.

M5. SINGH Coul d you pl ease raise your
hands high. | only count 16. That's a straw vote only.

So the majority has indicated their preference to delete
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"A'; so perhaps somebody should make a notion to amend a

recomendation --

DR RCDRIGUEZ-TRIAS: Not all of "A™" just
bet ween - -

M5. SINGE "A'" and "1."

DR RODRIGQUEZ-TRIAS: It's A-1.

DR ENTHOVEN  The next one is --

MB. SINGH W haven't made a notion. WII
soneone make that notion.

MR PEREZ: | nove that we strike the
| anguage i mrediately followi ng "A" up until and including
“"California to do so."

DR SPURLOCK:  Second.

MB. SINGH Discussion?

DR NORTHWAY: |f you do this, which
probably we're going to do, there needs to be sone
preanble in the first couple pages to explain that despite
the fact that the survey we took said the choice is really
inportant, that there are some consequences to this that
we' re concerned about if we go ahead and change this |aw
So it doesn't look like we took this survey and then just
totally ignored what the survey said.

DR ENTHOVEN We'll rework the | anguage to
fit with the recomrendati ons.

MB. SINGHE Any further discussion?

MR ZATKIN It seens to nme the choice of
plan remains a solid objective; that the problematic

aspect is mandating the enployer to provide it. | think
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Peter was onto sonet hing when he tal ked about incentives.
It seems to ne Congress is in a better position to deal
with that than us which is why we're so frustrated. It
woul d be appropriate to express the sense of the group, if
that is the sense, that a choice of plan is desirable and

that Congress shoul d expl ore ways of achieving that

wi thout getting into -- w thout endorsing an enpl oyer
mandate -- | nean there are three ways | can think of; one
isto allowthe enployee in a group to opt out, like a

voucher to get a choice; there are some adninistrative

i ssues but you can do that. Another way woul d be some
kind of an obligation on the plans to offer point of
service. |'mnot endorsing that, but -- then the enployer
route. But expressing the view that choice of planis
desirable without getting into the mandate may have

sone - -

MR PEREZ: M. Chairman, mght | suggest
that the easiest way to do that would be to first of all
vote in favor of the notion before us which strikes the
| anguage whi ch many of us find objectionable, and after we
do that, we can create an anendnent to insert |anguage
which isn't objectionable and that expresses the sense
you' re conveying, Steve.

M5. SINGE Dr. Rodriguez, did you have a
coment ?

DR RCDRIGUEZ- TR AS:  Just a quick conment.
I'"'min favor of taking the focus of U S Congress and as

we craft the new | anguage to concentrate on what we want
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done at state |evel

DR ENTHOVEN Let's get this piece of
busi ness behind us.

M5. SINGH Those in favor of deleting
recommendati on A-1.

MB. DECKER Coes in the interim--

MR LEE As stated

MB. SINGH As stated, please raise your
ri ght hand.

(Conplies.)

Those opposed?

(Conplies.)

The amendnent is adopted. Recommrendation
A-1 has been del eted

DR ENTHOVEN  Peter.

MR LEE Not wanting to give over deference
to the president's conmission, they punted on this in a
relatively graceful way that | suggest we steal |anguage
I think it's inmportant we acknow edge this issue and we
can make a broad statement without going so far as to make
a mandat e requirenent.

Could | read a two-sentence | anguage, which
| suggest we pull and put in here as our first
recommendati on, which is:

"Consuner choice of health plans is
i nportant and shoul d be provi ded whenever
possible and in a way that is affordable

both to enpl oyers and consuners. "
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That's sort of --

"Smal | enpl oyers should be provided with
greater assistance in offering their
workers and their fanilies a choice of
heal th plans and products.”

Assi stance wi thout saying what the form of
that assistance is.

DR RCDRIGUEZ-TRIAS. Wthout stating
anything --

DR KARPF: | would hate to | eave here
wi t hout doi ng somet hing to push the issue of choice.
Since this thing has been essentially gutted, would we be
willing to consider asking the government |egislature to
appoint a task force to develop --

(Laughter.)

I't would be much nore focused to devel op
br oader approach to choice and access to citizens of
California and to understand and naxi m ze coverage for
citizens of California. Qherwi se we just wal k away from
the issue of choice conpletely.

M5. SEVERONI: Bite me, but | would support
that. | really would. | would support that. | think
it's too inportant to let it go. I think we avoi ded
using this punting to --

DR KARPF: W're naking a |ot of economc
assunptions based on peopl es bi ases, based on ol d data.
VW need sone new information to really build an econom c

nmodel that says what choice and access really do.
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(Recess.)

DR ENTHOVEN: Let us now go to
reconmendation two. This is a fairly conplex thing
that -- yes?

M5. O SULLI VAN  Just sort of a process
question. In the appendi x of the previous expandi ng
choi ce docurent, we had di scussi on about expanding the --

DR ENTHOVEN W're going to get to those.

M5. O SULLIVAN W are. W're going to get
to the ones in the 50 to 100s?

DR ENTHOVEN If we just get back on track
here, we'll get back to those. Because the faster we get
to these, the sooner we will get to those.

So the second reconmendation --

MEMBER And if you believe that.

DR ENTHOVEN. -- that the state prohibit
health plans to small group market fromsetting m nimum
participation requirements for participation in their
pl ans, thereby effectively declining to participate in
mul tiple choice offerings by enployers instead of an
aggregate participation requirement for all plans
offered -- all plans offered to be pernitted to protect
agai nst adverse sel ection agai nst the narket as a whol e.
In other words, you can have an aggregate requirenent of
participation but not for individual plans.

Thi s reconmendati on should only be

inplenented to the degree that negative consequences such
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as increasing prices or skinmming can be avoided. For
exanple, it may not be appropriate to apply the
reconmendati on cases or an enpl oyer --

MEMBER  Excuse nme. |'msorry. Please --

MR LEE He said that the text as presented
is what's been --

DR ENTHOVEN Yeah. The text that's been
presented, yeah, go ahead and read it, yeah.

DR SPURLOCK: And so we don't need to read
it each tine.

DR ENTHOVEN. The question | want to ask
now is just a straw vote.

How many people are interested in discussing
m ni num parti ci pati on?

MB. BOME: What's the alternative?

DR ENTHOVEN That we don't discuss it and
nmove on to the next item

M5. BOME: Then what woul d happen to it?

DR ENTHOVEN  Then it woul d vani sh.

(Laughi ng.)

DR ENTHOVEN Then we would turn it over to
John Perez.

MB. RODRIGUEZ-TRIAS: He'll delete the whole
t hi ng.

MR PEREZ: 1'll replace it with some
interesting | anguage.

DR ENTHOVEN Were are we? Yes.

Dr. Northway.
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DR NORTHWAY: Isn't this nore of the same?
The issue is offering nmore choice could end up with people
wi thout coverage. And if it is, then you need to state
that; but you need to say that choice is a problem |
mean, people want choice. But if we mandate things, it
could end up with no coverage and that's worse than having
somebody a little bit disgruntled because they only have
one pl an.

DR ROMERO Can | ask a question?

If you ook at 2-B, the bottom of that page.

DR NORTHWAY: Maybe you can tell ne what
2-A means and then we --

DR ROVERO There's caveat |anguage in 2-B.
"Only inplemented to the greater of the contract such as

n

increasing prices," et cetera, "can be avoided." Do you
find that?

DR NORTHWAY: | don't think that deals with
the issue of no coverage, does it?

DR ROMERO Wll, I'msorry --

DR ENTHOVEN. Wiat position -- does someone
think -- where's Zarenberg?

Those in the back of the room would you
pl ease resune your seat.

M5. BOME: Alain, | think this discussion
woul d be enlightened so that everyone is aware of what the
current federal |aw requires.

The federal |aw that was passed in 1996

requires all carriers who serve the small group market to
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guarantee issue to all small enployers all plans that are
offered in the market. Further, once you go to an

enpl oyer, you nust take anyone and their dependents who
el ects coverage

Now, the one protection in an extensive
negotiation on this issue at the Congress was that the
carrier may set a minimmparticipation threshold;
however, the carrier nust set it for the entire state.
You know, because they are going to go through the state
and determine -- let me give you the exanple.

If a carrier goes to a small enpl oyer and
their mninumthreshold is, you know, 25 percent, 40
percent, 50 percent, whatever, they can only take that
group if the group elects to that m ninumthreshold. They
cannot decide that for group A where | got the healthy
ones, ny mnimumthreshold is 25 percent; and for group B
I want to nake it 70 percent because, gee, | mght get
that one sick person. They have to set the same
threshol d.

Now, that mitigates against a carrier
setting it too high because they know that they're not
going to get everyone. It also mtigates against themif
they are underwiting correctly fromsetting it very | ow
because they want to get enough risks in the groups that
they insure to spread those risks. But the federal |aw
prohi bits selectively taking a small group or not taking
it or selectively taking an individual and/or their

dependents; so the threshold has been set. The carrier
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determnes what their mnimumthreshold is, but it has to
be applied uniformy.

DR ENTHOVEN | think the sense of this --
Rebecca, thank you very much for that explanation. You' ve
hel ped nme understand that better than | did.

The sense of this is to say, the mni num
threshol d should be applied to the total percent of the
popul ati on group cover ed.

M5. BOME: But you can't do that because
you have different groups comng on at the different
months of the year or for different years. And | would
defer to the business representatives here, but if |'mnot
m staken, | think that nost businesses rebid their
business with different carriers al nost every year and
that may be -- you know, it's an econom c decision on the
part of the enployer, but that also nmeans that if they
nmake an econonic decision to switch fromcarrier Ato
carrier B and the physicians who were part of the network
or whatever for carrier Aor not in carrier B, that's when
you get sone "X d" over the choice issues. |It's the plan
shoppi ng which is an econonic benefit to the enpl oyer may
or may not be of an econom c benefit to the enpl oyee, but
it's a fact of life.

DR ENTHOVEN Well, what I'd like to do is
just ascertain, does the task force want to go on
discussing this issue? Is that --

M5. DECKER Wth the option being not

discuss it and drop it fromthe paper?
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DR ENTHOVEN  Yeah, right.

M5. FINBERG Well, we'd like to vote on the
recommendat i ons.

DR ENTHOVEN Wéll, we're going to have
kind of a straw vote on the recomrendati ons.

DR ENTHOVEN. This is going down to here
(indicating.) Gkay? This whole section (indicating.)
From "establish" down to B on the next page.

| just want to give people the opportunity
to say they're not interested, they don't want to go on
discussing it. So may | have a show of hands on that.
How many peopl e --

DR KARPF: Just one questi on.

DR ENTHOVEN  Yeah?

DR KARPF: Does that nean if we vote that
we're not going to discuss it, this task force will never
discuss it again? Should we come back | ater when we see
the data that we asked for to find this a big central
issue and feel that we haven't addressed it and feel bad
about what we've done --

DR ENTHOVEN  No.

DR KARPF: -- if we would have read it?

DR ENTHOVEN No. For now, it's off the
table, but | would |ike to be able to reserve the
possibility of off-line interacting with task force
menbers and seeing if we can find some Phoenix in these
ashes --

DR KARPF: O if we ever catch up on tine,
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have a broader discussion on this.

DR ENTHOVEN. Yeah. So just to try to nove
through t hese specifics pieces.

MR PEREZ: |'ve got a question because |I'm
not -- if we were to vote not to discuss this right now,

would it nean that this paper woul d have no

recommendations at the end of this discussion?

are --

DR ENTHOVEN Wl |, no, because there

M5. SINGH It's a straw vote.

MR PEREZ: So we're only going to section B

on page 3 or B on page 47

page 4,

DR ENTHOVEN  Then we run down to B on
yeah.

M5. O SULLIVAN.  And you al so said we'r

going to consider the 50 to 100?

e

DR ENTHOVEN Yeah. Then we're going to

get -- then we're going to talk about those other ones.

clear.

MR PEREZ: So -- because |'mstill not

So we're tal king about basically elininating

everything up to and including parenthetically snall

DR ENTHOVEN Yes. Right.
MR PEREZ: So that --

DR CONOM No. | thought it was all t

way to capital D? W elimnated everything up to

capital

we wll

D.
DR ENTHOVEN That's what |' m sayi ng.

take a | ook at capital D
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Al right. Al -- the straw poll, those who
just don't want to discuss this issue for --

M5. BOME: Wy don't we take a vote on
elimnating this recomrendati on.

DR ENTHOVEN Al right. Mke a notion?

MB. BOME: 1'd like to make a notion that
we elimnate reconmendati on No. 1.

MS. SINGH Just for the record, the
establ i shed rul es regarding ninimumparticipation
requirement, that entire section?

DR ENTHOVEN Al in favor --

MB. SINGH W need a second.

DR ENTHOVEN Ron seconded it before
Rebecca.

M5. O SULLI VAN John Raney's not here. Wo
brought this? John Raney did, right? He sinply ought to
be here to say why.

DR ENTHOVEN No. Actually --

MR ZAREMBERG Can | speak?

M. Raney tal ked to me about participation
requirements and we had the discussion, and he said that
he agreed with ne that it was inappropriate to put it in
the paper which was about three weeks ago we had the
di scussi on.

MR KERR Howdid it originally get in the
paper ?

DR ENTHOVEN Well, Sara and | did it

because we were struggling -- at the |ast neeting Peter
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Lee said that what we had was linp and we were just
struggling in reaching for, is there anything we are going
to totally strike out on this question of expanding
choices? And we still got sone other things to | ook at.

MB. BOME: W still have reconmendation --
the | ast one.

DR ENTHOVEN. \W've got several nore that
have come in.

So let's take a vote.

MB. SINGH Wth no further -- without
further discussion?

DR ENTHOVEN  Yes.

MB. SINGH Those in favor of deleting
established rul es regarding ninimumparticipation

requirements, please indicate so by raising your right

hand.

(Conplies.)

M5. SINGE  Those opposed?

(Conplies.)

MR ZATKIN  How nmany votes?

M5. SINGH It's been deleted by --

MR ZATKIN  16.

MB. SINGH -- have voted to delete it.

DR ENTHOVEN. Al right. Now that brings
us --

MR PEREZ: | gave a courtesy vote, Steve.

MR ZATKIN: That thing won't cost you.

DR ENTHOVEN. The third one may neet with
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Peter Lee's disapproval or nmeet his criteria al so, but
anyway, as another attack on it, is B-3 ways to expand
purchasi ng groups? Take a look at that. 1'd like
di scussion on that.

M5. SINGE Is there a notion to adopt
recommendati on B-3?

MR SHAPIRQ | see nunber three as sonehow
a sort of sinplified variation of the appendi x options
which al so deal with --so | just point out that the
appendi ces deal with -- which may go up or down, that ny
substitute for this to conplinent this, | urge
consi deration that these may be rmutual |y exclusive or not
necessary or there may not be any to demand, but to
consider this last one in the context of the appendi x
recommendat i on

MR PEREZ: | have a question for
M. Shapiro, actually. Are you suggesting, then, that we
pul | some of the things fromthe appendi ces and nove t hem
into this?

MR SHAPIRO Wll, it was ny
understanding -- | refer to the chairman that we are going
to get that later as a potential issue for consideration
be folded into the paper. And the only thing |'m pointing
out nowis No. 3 which deals with facilitating purchasing
groups very closely related to two of the recommendations
in the appendices, and |I'mjust trying to make sure we are
consi stent wi thin whatever we choose to do or not do and

that you consi der maybe di scussing this one in the context
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of the options in the appendices. | just don't know when
you want to do that.

DR ENTHOVEN | was thinking of just taking
themin order

MR SHAPIRO That's fine. So the
di scussion will allow acknow edgenment that if you endorse
either nid-size reformor individual reform you may not
need to also want to endorse this or may suppl erent, but
it's hard to take them

MR HAUCK: M. Chairnan?

DR ENTHOVEN  Yes.

MR HAUCK: | would nove we approve
recommendati on three

MR PEREZ: Second

DR ENTHOVEN  Di scussi on?

MR ZAREMBERG Call the questions

MB. SINGH Those in favor of adopting

reconmendation B-3, please signify by raising your right

hand.
(Conplies.)
MR LEE | do assume it will be renunbered?
MS. SINGH The recommendati on 24, those
opposed?

(Conplies.)

M5. SINGE kay. The notion is adopted
Recomrendation three is adopted by 24 votes

DR SPURLOCK: Are we going to have a

di scussi on about the | anguage, the positive |anguage about
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endor si ng choi ce and setting direction that Peter
nmentioned earlier? Didn't we ever have debate or have
di scussi on on that?

MR KERR W're not giving you the choice.

DR ENTHOVEN Just in our little coccus
over here trying to figure out howto revive this, we
couldn't come up with anything that sounded nore than sort
of, | guess as Les said, an enpty tent. | think it mght
be nore productive to | et some of us prochoicers go
off-line and see if we can come back. |f we sort of have
general permssion, at |east we can have another run at it
if we --

MR KERR This is actually prochoi ce,
prolife coments?

DR ENTHOVEN |f we've got sonething

better, if we can come up with sone better idea. |s that
all right?

MB. RCDRIGQUEZ-TRIAS: Yeah. | think that's
a good idea. | wanted to just make sure that we keep

within that discussion Phil's suggestion earlier of a
feasibility study, that that be one of the -- perhaps one
of the reconmendations that has some |ongevity.

DR KARPF: Should we put it on the agenda
so that it be discussed again and so that there be no
question that's it's -- legitimte question we can di scuss
it again?

DR ENTHOVEN Feasibility study of --

M5. RODRIAQUEZ-TRIAS. O choice for the --
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MEMBER  Can soneone who will have very
specific proposals --

MB. SINGH Menbers, can we speak one at
time because of the court reporter.

DR ENTHOVEN (ne at a tine.

M5. SINGE May | just ask a question?
Menbers, are you interested in adopting the findings
section of this choice paper now or would you prefer to do
it when we cone back to this paper?

DR KARPF: Wen we cone back.

M5. FINBERG Wll, | think we need to go to
the alternative reconmendati ons.

DR ENTHOVEN Yeah. W've still got --

MR LEE But regardless of the alternative
reconmendations, we're going to carry this over to the
next neeting to hopefully have --

DR KARPF. O the Decenber rmneeting.

DR ENTHOVEN W have received several new
fairly late entries. W included these in an appendix to
the draft paper called "Expandi ng Consuner Choice of
Health Plan." The first one, the task force recomends
that the legislature enact a guaranteed issue plan design
disclosure and premiumrating limtations for enpl oyers
with the 51 to 100 enpl oyees so that purchasing
cooperatives can form flourish, and obtain a wide variety
of participants in the md-size market.

If this sounds a little arcane to you, the

key point is that the HPC needs -- for the HPC to work
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inthe 2 to 50 size market, it has to have sone protection
from adverse selection by the snall group rating bands

whi ch inhibit insurers from picking off the good risks so
that only the bad risks go into the HPC. And that so far
has been the case, and so the small group reformlaws
match up with the H PC size.

So if you' re wondering what is the
rel ationship here, the goal is to get nmore people into the
H PC or sinmilar arrangenents, and in order to do that,
you' ve got to have nore peopl e come under the small group
protection or -- since Mchael sent it, Mchael, is that
an adequat e expl anation of your --

MR SHAPIRO That's very accurate. Thank
you.

DR KARPF: M. Chairnan?

DR ENTHOVEN  Yes.

DR KARPF: Could | ask that all issues of
choi ce be postponed to the next meeting rather than
dealing with particulars, since | think we've choi ced out
at the noment?

M5. FINBERG No. W were prom sed that we
coul d di scuss these because some of us feel that these are
very critical to the choice issue. |f we can't resolve
them then they may need to get deferred al so.

DR ENTHOVEN R ght. In our attenpts to
cone back later, we have to get some gui dance.

Do we want a notion on this?

DR SPURLOCK:  You were tal ki ng about
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adverse selection in the HPC. Are you tal king about
within the HPC or outside of the H PC --

DR ENTHOVEN No. Qut --

DR SPURLOCK: -- conpared to outside of the
H PC?

DR ENTHOVEN H PC -- yeah, conpared to
outside the H PC.

DR SPURLOCK: Because we had a di scussion
about risk adjustnment within HPC. And we're not tal king
about that?

DR ENTHOVEN No. W're tal king about some
hypot heti cal insurance conpany |ooking at the H PC and
saying, oh, there's pooling of risks there, and what we're
going to do is figure out which are the best risk groups
and we're going to go offer thema much | ower better
prem um because they are better risks.

DR SPURLOCK: Qut of the reading
limtations?

DR ENTHOVEN  And pull themout of the
H PC.

M5. BOME: But Alain, that cannot be done
according to existing | aw

DR ENTHOVEN That's what |' m sayi ng,
Rebecca, is, that's ny whol e explanation, is the need
existing law to inhibit that from happening.

So now the proposition is, is this to be
raised up to the size 50 to 100? By the way, this is not

nmy proposal. I1'mgoing to try to facilitate this in a
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neutral way.

DR ROVERO John Ramey who is one of the
two menbers of the expert research group who put the
choi ce paper together, along with Allan Zarenberg, is not
here, of course. | talked to himon the phone earlier and
he apol ogi zes, but he stressed to ne that of the five
reconmendations in this appendix, this is the one that he
supported by far the nost.

M5, SINGE No. 17?

DR ROVMERO No. 1. He supported this

particul ar reconmendati on. He thought this was his crown

jewel .
DR ENTHOVEN First question is, do we have
a notion?
M5. SINGE To adopt reconmmendation No. 1?
M5. DECKER | so nove.
MR KERR  Second.
DR ENTHOVEN. Mved and seconded.

Al right. D scussion

Al | an Zarenberg.

MR ZAREMBERG First of all, | don't think
there's been a lot of information we have and there's a
lot of information that | think people shoul d consider
before we nake these choices. And first of all, | feel
that |1've had some background exposure on this, but |I'm
not sure everybody el se has and maybe they have. | don't
know i f Barbara has a lot of information on it, but when

you put rate bands and guaranteed i ssuance on all the
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things in the 51 to 100 market, what are the consequences
toit? And are the consequences the sane as what we've
seen in the small group market?

And 1'd like to hear from people who market
in that particular -- like Ron or sonebody el se, what are
the consequences? And if the consequences are fewer PPCs
when we're tal ki ng about expandi ng choi ce, the unintended
consequence is we're actually limting choice. And we
found when we | ooked at the survey, that people were very
much satisfied if they had the choice and the ability to
be in a PPO as well as a staffed HMO. And | think those
are relative because | think conpared to other insurance
markets, | think you'll find the satisfaction |evel in
heal th insurance is probably rmuch nore -- extrenely higher
than all other insurance; so you have to conpare it.

Rel atively speaking, those were the higher limts.

So if you're elimnating the ability for
people in this particular market segnment, the enpl oyees
and enpl oyers in that market segment to have access to
PPGs, is that what you really want to do?

DR ENTHOVEN Well, Allan, we did discuss
this and we thought that that was the reason the H PC
adopted ri sk adjustnent, was to put the PPO on a |evel
playing field and we had a little doubt about this. But
apparently the latest returns were that the HHPC still has
a surviving PPQ

M5. BOME: A surviving PPO

DR ENTHOVEN  Yeah, right.
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M5. BOME: | think that needs to be very
clear to the menbers of this commttee --
DR ENTHOVEN Definitely clear. A

survi ving PPQ

M5. BOME: -- because this subject has been
debated at the federal level; it's been debated
extensively at the assenbly |level. There are nmany, many

i ssues surrounding this, and so far, obviously it wll
come up again clearly because assenbly and senate staff
support it. But thus far at the federal |evel and the
state level, it has been determned that small group so
far and federal legislationis 2 to 50, and in the State
of California it's 2 to 50.

And | think that we need to hear fromthe
busi ness peopl e about this and fromthe insurers. Jdearly
there's no question that nore choice is better, but in
today's HPC, we have one barely surviving PPO that needs
a risk adjustor in order to be survived to be offered.

DR ENTHOVEN Cark Kerr.

MR KERR M inpression is, though, that
you don't have to belong to HPC. | mean, it's a choice.
And | would like to knowif all the PPGs for 50 and 40,
have they all been elimnated fromthe market or is it
just that --

M5. BOME: No. They're in the market
because they don't have guarantee issues --

MR KERR So, then, what you're saying

doesn't nake a lot of --
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M5. BOME: -- excuse ne, excuse ne -- they
don't have guarantee issue in the 50 to 100 and they don't
have rate bands. They use insurance rating on the whole
group. They still have the rule that they have to take
the whol e group. They cannot -- once they decide to take
a group, you have to take everyone and their dependents in
the group.

MR KERR In the H PC?

MB. BOME: No. No. In the comrercial
market. |In the PPQ the HMD whatever narket.

DR ENTHOVEN  Go ahead.

MR ZATKIN. W have supported this concept,
but | would ask M chael whether there m ght be an issue
about the breadth of the rate band that were nitigated
agai nst some of the points that were nade.

MR SHAPIRO | don't want to bel abor the
extensive paper, we've already tal ked about that, but if
you |l ook at that paper, there's nothing in this
reconmendation that takes away the ability to nitigate
what are known risks associated w th purchasing pool s.
And | guess | amcertainly open to ways of |essening
flexibility or encouraging the direction of product
designs fromthe narket, |essening the |ikelihood of
m d- si zed busi nesses shifting to risk plans, and | don't
think it's that black and white.

| think there are potentials for creating a
pur chasi ng pool for the nid-size narket as based on the

probl ems of discrimnation, based on the |ack of choice,
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and based on the findings that we see in discrinination in
that market where there is risk selection now by the
insurance industry and allow those -- no one is forcing an
enployer to join a HPC size 50 to 100. But there will be
those choose to do that because of the advantages of the
pool i ng arrangenent, and the savings and costs to
adm ni ster that and will think they are better off in a
pur chasi ng pool at 51 to 100 than being risk sel ected

So this is not an enployer nandate. This is
a burden on insurance conpani es to abide by market rules
which are identical with certain variations that were
inmposed in the small group market 2 to 50 with the sane
clainms of increased rates and | ack of choice

Now, | understand the PPO issue. You don't
have to join the purchasing pool. You still have access
to PPCs, No. 1; No. 2, you can nitigate against that risk
through risk adjustnent and other (inaudible). So |
understand the risks. The question is, since we wal ked
away fromfederal risk amendnents and we've indicated we
have a choice problem and this is the one that has the
least risk in terms of adverse selection, we get down to
individuals. It's really a problem | wll concede that
point. This is the crown jewel because it's worked in
2 to 50. W have now conpanies that growto 51, 52, 53
who are now back in risk selection market. They have | ost
their ability to use purchasing -- (inaudible.) And some
may be able to cut at a deal and they are satisfied and

get nodest choices, but others don't; those enpl oyees
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suffer because they |ack choice. It could be mtigated.

DR ENTHOVEN. Ckay. Any other -- oh,
sorry. WIIlians?

MR WLLIAVS: Several issues. One, this is
sonmething that | think again represents a pretty extreme
nmeasure. | think when we | ook at the kind of market
conduct which we sawin the 2 to 50 narket and which was
draft by 1672 which we were really one of the health plans
that supported that. And the 1672 was really based in
large part on some of the rating techniques that we had
devel oped to increase access for small businesses.

I think | have not seen the evidence that
there is any accessibility problemin the 51 to 100. Wat
I have seen is that there is a bit of a fight anmong the
distribution system agents who tend to sell in the
2 to 25 range versus the brokers who tend to handl e the
larger enployers. And part of this is about agents
finding a sinpler way and a sinpler product to sell so
they are in a better position to conpete agai nst brokers
who are nore sophisticat ed.

| think the other issues that are inportant
is that this will result in |ess choice. There will be
fewer PPGs as a result of this and consumers will not end
up with the kind of choice that they have. | think also
we'll end up with enployers who are multistate who are
rapidly growi ng and today have 15 enpl oyees and t omorrow
75 endi ng up goi ng through some pretty significant

changes. It's not at all unusual to see rapidly grow ng
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conpanies in the Silicon Valley to start out with 50 or 75
enpl oyees and end up with 500 in a short period of tinme.

I think the final point | would meke that is
we'll end up with nore people who shift to self insured
outside of the systemas a whole, and | think that | have
not seen the evidence that there is a problemthat
warrants this kind of solution.

DR ENTHOVEN:  Steve?

MR ZATKIN. Well, Alain, | already
indi cated that we have supported this. | think the issue
of the PPOis not so nuch in the H PC as outside, and |
guess the question is, what the rate bands woul d be which
woul d -- (inaudible.)

THE REPORTER  Excuse ne, M. Zatkin, can
you pl ease rai se your voi ce.

MR ZATKIN. The question is, what woul d the
rate bands be or would the intention be to establish rate
bands that would mtigate against a | oss of --

MR SHAPIRC | think if you |look at the
backgr ound paper there, sonehow it indicated flexibility
on the rate band issue to mnimze risk associated with
limts onit. And |I'mnot trying to put nunbers in this
proposal. |'mtrying to recognize risks and say, here's a
general proposition; the extent you're worried about
product design being renoved fromthe market or you' re
worried about a risk of flight, let's mtigate to the
extent you can to ninimze that but still preserve the

option of choice in that market.
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| don't know that that woul d indicate
firmess to 50 to 100 | evel, but | do know that 95 percent
of the growth in this state is in md-size businesses and
bel ow who can't offer their enployees a choice. And those
are not your big PBCGH conpani es and big conpani es. These
are the ones that have been successful. They've grown out
of 50 and they are now back in the risk selected narket at
the mercy of insurance conpani es who have been risk
selected. Some of them are sophisticated and can handl e
it. Some don't. But there is a problemin this area and
the intent was to deal with it.

DR ENTHOVEN  Thank you.

Bar bara Decker and then --

MR ZAREMBERG | just have a question

DR ENTHOVEN -- Jennifer.

Ckay.

MR ZAREMBERG W had M. Kritchlow here
some tine ago who offered testinony that he was setting up
a private purchasing pool in the Bay Area for nedium size
busi nesses without the benefit of rate bands. Do we know
whether that's -- | understand he's operating, do we know
whet her he requires rate bands to be --

DR ENTHOVEN Pretty early startup phase
They do a whole lot of risk adjusting by enployer and by
very sophisticated -- Sara, can you expl ain?

M5. SINGER They aren't actually applying
the risk adjustment nechanism but they have set up other

mechani snms so that they can account for risks. And for
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exanpl e, they have -- they require any plan that's
participating in the group to offer an HMD and a PPO so
that they have -- they're conparable -- they woul d each be
exposed to conparabl e risk.

DR ENTHOVEN. A nonth ago they had two or
three accounts. They just kicked off.

MR ZAREMBERG And |'mkind of curious in
terms of the goal in ternms of, are we trying to ensure
that enployers from51 to 100 have the opportunity to join
a purchasing pool, and is it better to have a private
sector purchasing pool like M. Kritchlow, or do we want
as our goal here to put themin HPC? And then if we put
themin HPC do they have to have rate bands just I|ike
because M. Kritchlow isn't operating with guaranteed rate
bands? And so I'mtrying to find out what the goal is.

Is the goal rate bands or is the goal the HPC --

MR SHAPIRO | think the answer to the
question in background paper is the findings of M. Mb
and others is that you can't have an effective purchasing
pool when you coul d be risk sel ected agai nst by ot her
conpani es not in that pool who were in the market. And
the market rules are necessary to have a successful and
effective purchase. And that's why the H PC has told us
and M. Mb told us, you can't sinply have a purchasing
pool and effectively deal with the risk selection problem
unl ess you have the market rul es accompanying that. That
di sci plines the narket.

MR WLLIAVS: How does every other health
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pl an conpete agai nst every other health plan?

DR ENTHOVEN They don't. They go for
singl e plan repl acenent.

M5. BOME: Excuse me, Alain, but they are
conpeting against other plans in that bid. And | think
what |'m hearing you say, M. Shapiro, is that in order to
enlarge M. Mb and the purchasing pool, we have to change
the rules of the gane for every one in 51 to 100 market so
that we can make the H PC bigger. |s that what you're
sayi ng? Because what you're doing, then, is taking a very
smal | problemand turning it into a very |arge probl em

M5. O SULLIVAN. It's not only the H PC
right? This has to do with any kind of discrinination
agai nst these 50 to 100, right? It would stop the
practice of discrimnating agai nst peopl e because they are
in a peculiar kind of business.

MB. BOME: Excuse nme. | resent the term
discrimnation. If you're tal king about experience rating
a group based on past clains history and accepting all
menbers within the group including their dependents --

M5. O SULLI VAN  And changing their rates
dependi ng on whet her they got sick the year before, yeah,
that's what I'mtalking about. | call it discrimnation.

M. BOME: O the whole group. It's not to
any individual nenber of the group. It's to the entire
gr oup.

DR ENTHOVEN. W've got to get back on

track here.
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MB. SINGH The question's been called
wi thout objection. W wll vote on recommendation No. 1.
Seei ng no objection, those in favor of adopting
reconmendation -- alternate recommendation No. 1, please
rai se your right hand

(Conplies.)

MB. SINGt 15 votes

Those opposed?

(Conplies.)

DR ENTHOVEN It needs 16 to pass.

MB. FINBERG (One nore tine.

(Conplies.)

M5. SINGHE A division's been called, so
pl ease, those in favor of adopting alternate
reconmendation No. 1, please raise your right hand very
hi gh

(Conplies.)

MB. SINGH | see 17. Reconmmendation has
been adopted. 17 votes

Those opposed?

(Conplies.)

M5. SINGH Four are in opposition

DR ENTHOVEN. Al right. Now we wll nove
to No. 2, which in the summary that we sent out was the
task force recommends that the |egislature enact a new | aw
to increase consuner choice for all individuals --
individual s in this sense nmeans peopl e not in enpl oynent

groups -- through individual insurance market reforns that
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woul d al l ow i ndividuals to purchase coverage through
pur chasi ng cooperatives and ot her insurance conpany
products.

| have sone comments of nmy own, but let the
proponents of the idea have the floor first and then |l
ask Alice to put ne on the list.

M chael ?

MR SHAPIRO In view of the significant
adverse selection of risks associated with this option
relative to other options which were inpressed upon nme by
the chairman and others, one of the things that was done
in the papers sent out to the menbers was actually to
nmodi fy this recomrendation -- it's in the fax -- to
actually indicate that in view of the significant adverse
sel ection of risk associated with such reformnust be
submtted that woul d prevent serious adverse (inaudible)
in the market as well as spread the cost widely across the
market; mtigation provision should include, and there's a
list inthat to bear witness to that this really is a
serious problemif you sinply go ahead and open the
i ndi vi dual market w thout substantial mtigation

So I'd like the discussion not only to
i ncl ude the concept of a purchasing pool for individuals,
but in light of the risk of people going in when they're
sick and not using it otherw se to have significant
recognition that you cannot do it unless you severely
limt the process to litigate the risk. And rather than

go through it, if I could just call your attention, | have
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copies of the meno that |lists numerous nitigations that
must be -- must acconpany that if you do it. |'mnot
advocating you do it absent those mtigations; so we're
going to hear about the risks and the risks are serious.
And |'mindicating that |'monly proposing this if, in
fact, the nitigations are nunerated by the group, |I'm
willing to consider further ones, or including but limted
to; so we're not |eading anyone to believe we're naive
about the risks associated with -- (inaudible.)

M5. FINBERG And what page are they?

MR SHAPIRO Page 5 of the --

M5. BOME: Excuse me. Can | have a copy?

DR ENTHOVEN Can you pass themout to
ever ybody?

MR SHAPIRO (Conplies.)

And while you're waiting, |I'll read, the
mtigation could include phase in reform e.g., start with
sel f-enpl oyed and then add other individuals; linited open
enrol I nent periods, e.g., only nonth of birth; the use of
preexi sting condition exclusion periods; rate bands and
risk adjustment; and there are others actually listed in
the discussion that's towards us that can al so be added to
mtigate agai nst the adverse selection associated with
individual s getting in the market.

MB. BOME: W have --

MR SHAPIRO So that's on page 5, top of
the page.

MB. SINGE M. Lee?
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MR LEE | was trying to be clear on what
is before us, because there's the anendment we got in the
mai | and then M chael faxed the thing, the Novenber 18 --
M chael's proposal we're considering is, as | understand
it, the top of page 5 which is this mtigation explained
recommendat i on

Is that correct?

MB. SINGH It's ny understandi ng, Menbers,
that right now what we are discussing is the alternate
reconmendation No. 2. That's what nenbers were provided
in there meeting packets.

MR SHAPIRO And for purposes of
di scussion, |'msuggesting it be nodified to make sure we
have these mtigation requirements which the chairman
proposed to ne and others at |east part of the
consideration of the motion, |I'mnodifying it for purposes
of di scussion

M5. SINGHE Is there any other discussion?

DR ENTHOVEN Yes. | have a couple of
thoughts, if | may.

M5. SINGH kay. Sorry.

DR ENTHOVEN This is about extending
guaranteed issue to individuals. First, let me say | have
long felt that this is a very attractive goal. |'ve done
work on it nyself to figure out how we could get there. |
wi sh we knew how to do it. | do appreciate M chae
accepting ny suggestions that his revised wordi ng woul d

make it nore pal atable to people at the center, but | do
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have a nunber of comments.

First of all, this is not specifically a
managed care issue. It is a broad health insurance issue
that exists with or wi thout managed care. |It's an

inportant issue, but it's not specifically nanaged care
inproverment. It's a question of a large social program
not nanaged care inprovenent.

| regret -- this is picking up on what
Rebecca Bowne was saying -- | regret very nuch that it was
brought up so very late in this process, that we've been
at it seven nonths, and this sort of cane in right at the
tail end of the last neeting and the menbers didn't have a
chance to look at it.

| think that the danger or probl em of
adverse -- is adverse selection and a death spiral in
premiuns. | think we'd all look pretty foolish if we
reconmended sonething for which the evidence is pretty
weak. Richard Figueroa has kindly deluged me with faxed
material about studies that are soon going to cone out.
Here's a coupl e of |adies at Harvard who are finishing up
a report, so there's a lot of stuff like that that's just
about to cone out.

And | got naterial inplying that things were
just terrific up in the State of Washington; so it happens
that | have a few acquai ntances up there because that's
where | was born and grew up, and | have a communi cation
fromGary Christianson about the basic health plan. And

basically the news up there, and there's sinilar stories
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in sone other states --

M5. O SULLIVAN Who's this person that's
witing?

DR ENTHOVEN. The head of the Washi ngton
health care authority.

That the prem uns for 1998 over 1997 are up
by 72 percent. That is a death spiral.

Richard and Mchael, | really would |ike you
to hear this.

Characterized by various know edgeabl e
peopl e as a death spiral is under way. Blue Oross |ast
year lost 25 mllion dollars in the individual market.
They're racing their prem um43 percent. Phil Nudl eman,
the president of Goup Health Cooperative at Puget Sound
who was a | arge proponent of guaranteed issue in the State
of Washington sawit fail. And when this idea was
presented to the president's quality conm ssion, Nudl enan
led the opposition and characterized it as a failure.

The problemis that the costs of adverse
sel ection have to be paid for somehow. Usually the idea
is to kind of push them back onto the rest of the market.
Wll, the problemis, of course, you don't want to push
them back onto the snall group narket and rai se the nunber
of people who are uninsured there. And because of ER SA
and self insured plans, you can't push it back onto the
| arge enpl oyer narket because, then, they'll go self
insured under ERISA. So we need to have sonethi ng that

does nore good that harm
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| amnot saying that it cannot be done. It
may be through a package of things |ike measures such as
the ones that Mchael -- you can restrict it to a few
peopl e in which case it doesn't do nuch good. You know,

I ong excl usi on of preexisting conditions, annual

enrol I nents on your birth date, rate bands and risk
adjustnent, liable for the whole year's premumif you
sign up.

| mean, one of the things experienced up
there is wonen signing up in the advanced stages of
pregnancy. For exanple, naternity is seven tines greater
inthis plan than it is in the general population for this
guaranteed issue product. So there is statistical support
for the anecdotes that one reads in the Vall Street
Journal which | don't consider the nost bal anced authority
on. But you know, this lady comes in in the eighth nonth
and signs up and has her baby. And |I'mnot even saying
there are not answers to that, but | think that the task
force -- Mchael, | think you ought to figure out how to
do it and devise a plan for sone limted experinents.

MR SHAPIRO M. Chairnan, you have
convinced me, and | want to say to you, | appreciate the
comrents you gave ne prior and | have concluded that this
work with drawi ng consideration fromthe group unlike the
others, this one | recognize as a nore significant risk.

I wanted to discuss -- | appreciate the discussion you
have rai sed and | reconmend we withdraw consi deration of

this.
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DR ENTHOVEN Ckay. Thank you very much.

Ckay. No. 3. Revise the Peace Bill to
enabl e agents and brokers to establish purchasing
al liances through the DA, but incorporate additional
provisions to track and prevent risk selection.

Wio sent this, please?

DR ROVERO dark.

MR KERR No. No. No, | didn't.

DR ENTHOVEN |s there a nenber who
proposes No. 3?

M5. SINGH It may have been Ms. Giffiths.

MR SHAPIRO I'll oppose it.

DR ENTHOVEN Al right. No. 4. As a
matter of DA licensure, require agents and brokers -- I'
sorry -- to track and report to their appropriate
regul atory authority and inprove by 20 percent per year up
to 75 percent of their book of business the proportion of
their enployer clients who offer a choice of health plans
to enpl oyees.

M5. FINBERG Wiat are you reading fron?

DR ENTHOVEN. And, d ark?

MR LEE  Sone people are confused with
this. As part of the attachment of the naterial we got
was somnet hing entitled "Expandi ng Consuner Choice of
Heal th Pl an, Appendix."

MB. SINGH  Appendi x.

MR LEE "Potential Anendnents.”

M5. SINGHE Behind the original paper that
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was included in your neeting packet.

MR LEE Not on Mchael's menmo. This is
not M chael's neno.

MR SHAPIRO [It's not mine.

MB. SINGHE It's the paper right before tab
VD It'sright before tab VD It's after the paper.
It's an appendix. It's in page document.

MR LEE It's in the originally nuailed
tabbed V C naterial at the very end of it.

M5. SINGH But it's the last docunent right
before V D

MR LEE It's after page 16. It's starting
renunbered page 1

MB. FINBERG  Thank you

MB. SINGH Does everyone see that? The
very last paper in VC It's the |ast docunent. It's a
stapl ed two- page docurent .

MR LEE W're on page 2 of that,
recommendat i on four

DR ENTHOVEN: Does everyone have one now?
It was in the packet 10 days in advance as a matter of DO
l'i censure.

d ark?

MR KERR This arose out of ny inpassioned
plea at the end of the last neeting where I'mtrying to
get out of the box thinking and | realized that we didn't
have a lot of it, so | was trying to think out of the box

and | realized that we were boxed in which neant | tried
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to think about who el se wasn't in the ERI SA conpl ex and
one was health plans and the other was brokers. So |
figured sonebody ought to take a stab at the brokers.

And | have to agree, this is a new untested
uneval uated idea entirely, but the idea really was to | ook
at people who to a certain extent are guiding where the
systemis going especially for the snaller enployers. And
these are the brokers who in doing -- the snaller
enpl oyers have confidence in what they say. The idea
basically was that if we were to require perfornmance
criteria on themas a point of licensure for themto be
able to prove that they were actually getting results,
doi ng sonet hi ng about convi ncing the enpl oyer to give them
a choice, and then inproving the nunber of their clients
that actually had choice. That was a little bit of out of
the box type thinking in ternms of something that was
feasible in California.

| honestly don't knowif this will work or
not. It has not been evaluated, but it's an option that
isn't stopped by ERISA. It's partly borne out of
frustration and trying to increase choice which | think is
terribly critical if we are really going to tal k about
having a market and neeting some of the demands that the
people in California told us to neet.

DR ENTHOVEN: Peter Lee?

MR LEE A potential anendment to this is
knowi ng that nmany are concerned about mandates but we al so

want much better information, is what if we were to state
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this as require reports on an annual basis and DA and do
a summary report on the status to, then, in two years
consider if there should be a mandate? This is as stated
a mandat e whi ch nay be appropriate, but since we don't
have nuch information on how they're doing or not doing,
it mght be appropriate first to have two years and at

whi ch point the DA consider nandating inprovemnent; but
for the first two years have them submt reports annually.

MR KERR One advantage to that is sentinel
effect.

MR LEE Exactly. Wuld that be a friendly
anmendnent ?

M5. SINGE Is there any objection to the
techni cal anmendnment? |'mnot sure all the menbers
understand -- could you read it again, M. Lee?

MR LEE Instead of saying it's a matter of
licensure, it says the Department of |nsurance shall
require agents and brokers to track and report on an
annual basis the proportion of their enpl oyer clients who
offer a choice of health plans to enpl oyees. The
Department of |nsurance shall produce an annual cunul ative
report of the status of a roll up report on an annual
basi s.

MS. SINGH To who?

MR LEE Publicly a report -- |I'mnot sure.
Do you think the idea of two years fromnow to consider?

MR KERR Two years seens reasonable, |

t hi nk.
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MB. SKUBIK:  Wiat would that do? How woul d
that hel p the market?

MR LEE | think that woul d hel p the market
by having the agents put on notice that we're all |ooking
at this, and if they are doing a bad job, the Departnent
of Insurance, the legislature is |ooking at mandating a
requi rement they have to approve.

DR ENTHOVEN It gives the issue
visibility, creates and defines it as an issue.

MR LEE Right.

MR WLLIAVS: | guess the question | have
is, howdoes it affect their fiduciary obligation? They
have a fiduciary -- they represent the enployer and it's
their job to get the enployer the best deal that they can
get. What happens if --

MR KERR That who can get? The enpl oyer

MR WLLIAVE: The best deal that they can
get on behalf of the --

M5. BOME: For the enpl oyer.

MR WLLIAVS: For the enployer. They are
retained by the enployer to represent the enployer in
negotiations with the health plans.

So ny question is, they have a fiduciary
obligation to that enployer, and how does this affect
their fiduciary obligations?

MR LEE | think as anended it doesn't.

There nmay potentially be sone conflict if offering nore

BARNEY, UNGERVANN & ASSCCI ATES (888) 326-5900

309



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

choice is to the detrinment of the enployer in sone way,
but this reporting requirement coul dn't inpinge upon that
fiduciary duty, | don't think. But it puts that question
two years down the road.

MR KERR It would give that study to | ook
into the issue and something to discuss.

DR ENTHOVEN Is this limted to the snall
group narket or --

MS. BOME: No.

MR LEE This is for all enployers.

MR WLLIAVS: Wuld this cover consultants

who are retained by the firmon a fee basis to advise the

firnP
MR SCHLAECEL: Also brokers such as
Mercer --
MR WLLIAVS: Right.
DR LEE | think it should.
DR KARPF: Wio's going to nmonitor this?
M5, BOME: DA .

MR KERR And you woul d assume they have
the breakdown by sizes for the client, that of fiduciary.

DR ENTHOVEN Les, did you have your hand
up?

MR SCHLAEGEL: Yeah. | was going to put
down that, you know, many of those consultants are
brokers, but | think it should apply to consultants as
wel | because you have consultation services to enpl oyers

regardi ng health care coverage.
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MR LEE So the agents, consultants, and
brokers and that would be a known termof art?

MR SHAPIRO Can | get a commrent? |If the
enpl oyer doesn't have jurisdiction, it doesn't work. It
has to be |icensee or soneone -- you can't suddenly give
them consul tant s.

DR ENTHOVEN (Oh, doesn't have -- the
jurisdiction over consultants does have over agents and
br okers.

MR SHAPIRO Right.

DR SPURLOCK: Not being an agent or broker,
can | ask somebody what tools they m ght use other than
their persuasive skills to cajole an enployer to offer
choice? | mean, what |everage do they have in the
mar ket pl ace to be able to acconplish that? How would we
set -- are we setting a goal for themor thinking about
setting a goal that would be potentially inpossible to
meet? | don't know. |'mnot --

MR LEE As of ended, it's not even setting
a specific goal.

MR HARTSHORN. It's sinply out of their

control. You're requiring -- | mean, your anmendnent
doesn't -- it's like you're putting a burden on themthat
the enpl oyer may say, | don't want the choice. So where's

the line that you cross?
MR ZATKIN: | think Ron pointed out it's
really maybe in conflict with the fiduciary obligation.

DR KARPF. Call the notion.
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DR ENTHOVEN  Ckay.

M5. SINGE Is there any objection to the
techni cal anendnent, because this hasn't been noved to
adopt yet?

Dr. Karpf, are you noving to anend
recomrendation four with the technical change?

DR KARPF: Yes.

MR LEE Yes, that's what he's noving.

DR KARPF: W're calling for a vote, so we
can get it done.

MB. SINGHE W have to have a notion first.

MR PEREZ: Second.

DR ENTHOVEN Discussion? Al in favor of
adopting the amended notion, please raise your right hand.

(Conplies.)

M5. SINGHE  Those opposed?

(Conplies.)

M5. SINGE Six in favor; el even opposed.
The notion fails.

DR ENTHOVEN Ckay. No. 5. This is comng
close to the end of our choice.

DR KARPF:. M. Chairman, can | point out
that No. 5is simlar to what we've already di scussed and
we decided that we would at |east table it for the time
bei ng, because it's the issue of a --

MB. RODRIGUEZ-TRIAS: No. This is the
opting out in terns of quality.

M5. SKUBIK: Didn't you say you were going
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to discuss it in Decenber?
DR KARPF: | woul d propose we discuss it as

one overal | package.

DR ENTHOVEN M chael, | think we need
to-- with all due respect, 1'd like to see if we can just
do it fairly quickly here. 1 think we need --

DR KARPF: Good | uck.

DR ENTHOVEN. (Ckay. So you have this
required cl osed panel HVD product contract out of consuner
di ssatisfaction exit clause, aka PGS, that gives a
consuner access to indemity coverage after a deductible
is net such as a consuner plan to the medical group woul d
have shared financial responsibility if a consumer opts
out of the health plan's managed care panel due to quality
or access concerns.

Do we have a notion froma menber?

M5. SINGH To adopt this recommendation?
RCDRI QUEZ- TRIAS:  So noved.

ENTHOVEN: Do we have a second?

KERR  Second.

3 3 B

ENTHOVEN:  Di scussi on?

DR ALPERT: There's a big part of this
particul ar concept that | think there's a |arge
m sconception about, and that is the -- Rebecca actually
tal ked about it before, a couple other people have, too,
and we have a whole study on it that we were given this
nmorning; and that is, the assunption that an opt out of

any kind to go to presumably -- and I'Il focus it this
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way -- to a provider that is perceived as excellent, that
you don't have access to in the coexis -- and the pl anni ng
has. But that will cost significantly nmore. And we even
asked -- the peopl e even asked how much they were willing
to pay and their comments made that there -- the mean
wasn't enough.

| like this concept and | think you can word
it inawy soit doesn't cost significantly nore. | will
just make a suggestion of what |'mtrying to go to. In
what ever circunstances you want this to be triggered, this
opt out, it mght only be inlife threatening or life
disabling conditions, that in those cases there's a
uni versal opt out of sone kind to go to providers who neet
their plan's payment schedule, i.e., they agree to be paid
in the same way that the plan would have paid their own
provider, so there's no increased cost there, and neet the
same qual ity standards.

And the only reason | bring that up is that
that quirk and circunstance, that happens now. That
happens on individual isolated cases, but it's not a
situation where people are opting out, going sonewhere
el se and being charged nore. It's a situation where the
providers are agreeing to accept the same di scounted fee.

DR ENTHOVEN. Ckay. John Perez?

MR PEREZ: | like the concept here, but |
don't fully understand how you make it work, how you
operationalize, you know, the dissatisfaction, and how you

deal with some of the other issues that were just raised.
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But | like the concept, so |'d be nore interested in

sending this back, get flushed out than on voting to kill

it today.

(Laughi ng.)

MR KERR | second that.

DR ENTHOVEN  Bruce Spurl ock?

DR SPURLOCK: | think the intent of this is
incredible. | think people want to have that option. |

think it's better placed in the dispute resolution period
because | think that's where the opt out portion really
goes. |If you go through a nechanismthat has dispute
resolution with outside review under certain thresholds to
certain circunmstances, you actual ly include that process
in that opt out.

At the sane tinme, what you don't do and what
I''mnost concerned about what this process does, is it
di m ni shes choices for the 30 percent of people who we saw
on the slide this norning that are satisfied with the plan
and don't want to | ook at anything el se and don't need
that opt out feature and they are perfectly confortable
with that, what you can call your basic health plan; that
they don't need to have the PCS type product in there. So
by reducing that choice, you d actually harmthose people.
And the opt out process can naturally go in a threshold
way as Dr. Al pert said through dispute resol ution process
so that the same end will be there so that the patients
can get a mechanismfor help outside of the plan if it

goes through a process that everybody agrees upon.
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DR ENTHOVEN  Thank you.

Har t shor n?

MR HARTSHORN:  Some of the studies that
we' ve done whi ch goes back a few years, but choice, when
we asked consumers about choice, they want that; but when
you drill down, they really want control, control to
change doctors when they feel |ike, control to go to a
specialist or sonething like this. So I think we need to
maybe | ook at it froma different -- you know, rather than
mandating it, we've got to do sonething, even if it's the
di spute resol ution because we have to deal with this
i ssue.

W can stand snaller choice, | nean, the

average person if the research is accurate, but when --

I"mstuck, | want to be able to nove and so | still have
choice, | have that control. Because this | can tell you
will -- this would require every HMO basically to be a
point of service plan. | don't think that's what we want.

W want to have that control if there's sone quality
issues, if there are -- | don't know how to operationalize
that.

DR ENTHOVEN  Barbara Decker?

M5. DECKER | have two itens. Can sonebody
who maybe took notes or had privy to copies of the study
this morning clarify when that question was asked about
woul d you pay nore, was that stated as to have anot her
plan offering or to inprove and have your HMD have an opt

out ?
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M5. SKUBIK: | can read you the exact
question. "Some enployers in California today offer only
one health plan -- health insurance plan to their
enpl oyees. Sone peopl e have proposed that all enpl oyees
be given a choice of plans with at |east one plan allow ng
enpl oyees to pick any doctor they want. Under this
proposal , enployers would not be required to nake any
addi tional paynments but workers woul d pay some additi onal
money for insurance to allow themto pick any doctor they
want ed. "

Do you favor or oppose? For those who said
favor, how nuch nmore would you be willing to pay each
month out of your own pocket for a health insurance plan
that allows you to pick any doctor you wanted?

MB. DECKER  Thank you.

| was trying to recall and refresh for the
group that was really tal king about a plan choice at open
enrol I nent, not an opt out while you're in a treatnent.
So we're tal king about two different things and operates
intwo different ways.

And then the other thing 1'd like to share
with you is in our popul ation which is, you know, typical
| arge enployer, too much noney, and all that other good
stuff, but the people that are in the point of service
plan are the least satisfied. They have the option of
opting out and we get the worst ratings on our point of
service plans conpared to our HMVCs.

DR ENTHOVEN That's because they're the
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hardest to pl ease.

MB. DECKER  You bet.

(Laughi ng.)

DR ENTHOVEN  Thank you, Barbara.

Zat ki n?

MR ZATKIN Well, | think it would -- a
dimnution of choice to establish this requirenent as it
stands. Now, if you're tal king about a situation where
you' re going through a grievance procedure and there's
been an official finding of a problemand how to reconcile
that problem that's different.

But this is basically a subjective decision
by an enrollee, well, 1'd really prefer and says there's
an access or quality problem who's going to judge that?
As it's stated, it really becones a subjective discussion
to go out of plan when | decide to go out of plan. And it
suggests here that that can be done on a cost neutral
basis. | know that cannot be done on a cost neutral basis
in our organization because we have fixed costs and
establishing the out of plan benefit so that it exactly
equal s reduction in this plan use is a practical
inpossibility. It may be a theoretical possibility, but
given our fixed costs and all the other things we have
going on with unions and our physicians, we couldn't do
that. So we'd have to -- it would raise our cost of our
basic programand that's not fair to all the people who
buy and are satisfied with the basic program It really

is a dimnution.
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DR ENTHOVEN  Thank you.

Les Schl aegel ?

MR SCHLAEGEL: Everything has been said and
Il just agree that | think that dispute resolution,
that's where this longs. There are people in our point of
service plans, they get 90 to 95 percent of their care
provided within the network, we charge themnore, they're
unhappy, and to think I'mgoing to go charge everybody
el se on the panel HMO to get that opt out that they don't
need or don't want at this point intime, it's just --
(inaudible). But | like the idea of giving these fol ks
who have a probl em sone opt out opportunity because once
there's an agreement that there's a probl emand not just
because the patient says | don't like the care, I'm
getting out.

MB. SINGH The chairman would like to
speak.

DR ENTHOVEN | put ny name on the |ist
here.

The reason |'mgoing to vote against this is
because | think of ny daughter, the part-time school
teacher who | oves her classic Kaiser treasures as her gold
card and is really hurting financially, and just doesn't
need to have another $1,000 a year added to her health
insurance premiuns. And | believe very strongly we have
to preserve the opportunity for people who want to buy and
need to buy really econonical good quality care. So

that's -- and | agree with Terry that this is really a
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poi nt of service by another name. These ot her
alternatives sound very interesting, though, in dispute
resolution. W ought to be thinking about that.

Nor t hway?

DR NORTHWAY: | agree with the sane thing.
Just one question. W do the right job in dispute
resolution, this is where it bel ongs.

DR ENTHOVEN O ark?

MR KERR Just a concept. | hear all the
argunments against it, and yet, I'mstill intrigued. |
don't like point of service because the way it is now,
it's got -- you know, look at all the satisfaction rates
down the tube, but it's maybe done wong. Maybe it's the
frustration, maybe it's not the concept that's wong,
maybe it's the way it's administered, but this mght be an
inportant safety valve for people. But the way the point
of service works nowis not the way | would certainly
conceive it in our discussions.

| would conceive this as having at |east --
it would really be an energency safety value and it woul d
have several requirements. The first one would be it
woul dn't cover everything. It would cover only the nost
inportant critical lifesaving issues, like, if you're
going to have in CABG a major gastrointestinal surgery or
a maj or cancer case, so it's not sonething you opt out for
every little thing, just major types of things.

Second, there is a danger that people opt

out that there's sonme schmuck that was worse than the
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people in the plans. So | think it's inmportant that there
woul d have to be a requirenment that who you could opt out
to in these energency situations would have to be a

gold -- a center of actioners | think Joan Trotter had
stated -- a provider X to have proven to have better

out conmes than normal .

And thirdly, | think there should be a
requirement the person will have to agree they were going
to opt out. It can only be in these emergency very life
threatening type situations to a provider of known better
than quality, high excellence care and that that group
woul d have to agree to do the service at the same cost
that the plan would pay for its own internal network so it
could not cost the plan anynore. And what it would do --
so essentially what it would say is, you can't do it
except when it's really an energency, you can only go to
groups that have been proven to be better than average.
Thirdly, that that group to participate has to not only be
better than average, they have to agree to be the same
paynent rates as the existing plan.

And | think in one sense -- we had a
di scussion of this on Wednesday, | belong to this RN
provider -- patient provider initiatives project, and what
it might dois it mght spur conpetition in health plans;
that you don't want people going out. So you would want
to make sure that you've got gold standard people in your
networks so there wouldn't be an inclination to do it

because now you' ve got conpetition and it takes a |lot.
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There are copays, deductibles, the person will have to pay
it and so on, it would be tough to go out. But if you
don't get a good provider network, at |east there's an
option to have this happen. And for you not to have this
happen, you make sure your own network is in that good
quality.

M5. BOME: Can you call for a question?

DR ENTHOVEN. Ckay. To table?

MB. BOME: Second.

MEMBER ~ Second.

DR ENTHOVEN. W thout objection, would you
take a vote, please.

M5. SINGH Yeah. Basically --

MR PEREZ: |1'mnoving to table until the
time when we next cone back to the rest of this document.

DR ENTHOVEN. And/or the rel ated

docurent - -

MR PEREZ: R ght.

DR ENTHOVEN. -- of the dispute resolution?

MB. O SULLIVAN  Second.

DR ENTHOVEN Al in favor?

(Conplies.)

MB. SINGH 19 in favor.

Those opposed?

(Conplies.)

DR ENTHOVEN. W have just conpleted action
for today on the expandi ng consuner choice paper. 1'd

like to proceed next to the paper on provider incentives
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which is the next on our Ilist.

MR PEREZ: Don't we have itemE or did we

al ready --

DR ENTHOVEN W dealt with that.

M5. DECKER W did "E. "

DR ENTHOVEN It barely scrapped through,
but it did.

So we have done A, B, C, D, E and now we're
going to go to Roman nuneral VI, itemA D scussion of
the provider incentives paper.

MR LEE Tab VI A

DR ENTHOVEN W have several nenbers of
the general public who wish to speak. 1'Il recognize them
now in the order in which they appeared. Again, |'d like
to remnd you that we really have to enforce the
three-mnute limt, so please nake it to the point.

I's Maureen O Haren here fromCalifornia
Association of Health Plans, the provider incentives
paper ?

MR SHAPIRO M. Chairman, | have a
question. On the discussion papers, are we taking public
comment before our discussions?

DR ENTHOVEN  Ch.

MR SHAPIRO |I'd rather save time for us
and give Maureen a shot later. |'mall for public
participation, but we only have an hour left.

DR ENTHOVEN You're right. Mchael, |

apologize. | claimto be a distinguished health care
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econonm st, but when it comes to all this procedural stuff,
I know |I'ma Kl utz.

MR PEREZ: M. Chairman, given that it's
now 6: 00 and we tal ked about getting out of here by 7:00
and there's four itens before us, can we inpose sonme sort
of tine limts on some of these di scussions?

DR ENTHOVEN. Well, | thought we woul d do
one hour on the provider incentives paper.

MR SHAPIRO And then none on the others?

DR ENTHOVEN.  And none of the others.

DR KARPF: They are on schedule for
t onor r ow anyvay.

MR LEE Well, really the discussions for
other papers will have to be | ess than budgeted to even
spread themover the next two days. That's one of the
cost of having nonsignificant in the -- (inaudible.)

M5. BOME: W're going to volunteer for the
medi cal center to save tine

DR KARPF: W will have a few nore
corrections but we will take less tine

DR ENTHOVEN  Provider incentives, Donna --
i s Donna here?

MB. SINGH She was ill

DR ENTHOVEN. Steve, we are beginning the
di scussion of the provider incentives paper because this
is a discussion, not a vote.

MR LEE So are we asking for the ERG

people to present it first and then --
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DR ENTHOVEN Yes, that's right. Then we
will -- let's have like 15 m nutes of general discussion
W' re tal king here about 2.2 pages. W have allocated an
hour and a quarter, but we may be able to do it faster.
Let's start with some general discussion by the presenters
and any naj or opposers, and then we will start wal ki ng
through the recomendati ons where we won't be taking a
formal vote, but we will be trying to fine tune themto
enhance their general acceptability.

MR ZATKIN W did discuss this issue
previously with the task force and | believe that our
findings reflect that discussion. |'mgoing to highlight
a coupl e of them

One, that all conpensation arrangenents
contain incentives which may have positive and negative
effects; secondly, that there are alnost an infinite array
of conpensation arrangenments. They are very conpl ex, and
in nost instances, not anmenable to regulation. HCFA did
struggle mghtily. | think it took several years before
they actually enacted the rul e subsequent to the adoption
of the statute. And | think we need to be mndful of that
as we go through this area

Al so, there is no conclusive evidence of the
rel ationshi p between specific financial arrangenments and
adverse outcomes, and that's an inportant item However,
as we note in our proposed findings, there are sone
arrangenents that we believe that are not in the public

interest and shoul d be restricted because they create too
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great an incentive to deny necessary care. |n general,
the greater the intensity of incentives, the nore likely
they are to affect specific clinical decisions whichis
what one w shes to avoid at |east when one is tal king
about financial incentives.

A particular concern are incentives which
pl ace an individual or snall group of health group
practitioners at risk for the cost of referrals for their
patients. Stop |oss insurance, reinsurance, and risk
adjusted patients -- or paynents can alleviate sone of the
potential problens.

Now, that's really the heart of our
findings. And also, we noted that there is some | aw on
this subject. A ready the state requires health plan
di sclosure of -- that that has incentives. Federal |aw
for Medi Care and Medicai d beneficiaries requires
di scl osure of incentive arrangenments where physicians are
pl aced at substantial financial risk. That is a term of
art and it means that the physician has at |east 25
percent of his or her incone at risk for the cost of
referrals, unless the physician is part of a |arge patient
group with a large patient panel.

In terns of our reconmmrendations, we
reconmend that health plans be required to disclose to the
public the general methods of paynent made to contracting
medi cal groups or help practitioners in the types of
financial incentive used and it is the |ast clause which

is new Current |aw covers the first. And we recomend
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that this be done through clear and sinple | anguage, and
that if an individual w shes to know nore about their
providers or groups' method of reinbursement, they shoul d
inquire

V¢ recommend a pilot project wth medica
groups in order to develop a nethod for disclosure by
them And whatever agency is appropriate here ought to do
it. W recommend that provider groups and health
practitioners be required to disclose nmethod of
conpensation and financial incentives they receive upon
the request of a patient and that groups be required to
di scl ose et hods of conpensation and incentives paid to
their subcontracting providers. And in this instance, we
had to bal ance sone interests

If you'll remenber our discussion
previously, there was a recomrendation by at |east one
task force nenber that we go so far as requiring
di scl osure of the amount of the conpensation and we didn't
feel that that was appropriate. First of all, because it
probably wasn't meaningful to nost individuals and we were
m ndful of the attenpt to bal ance patient trust and the
patient, provider relationship with the desirability of
di scl osure

Now, our fourth recommendation is the nost
regulatory in nature, and in that sense, requires close
attention. Wuat we're recommending here is the
prohi bition of a particular incentive arrangenent which we

bel i eve woul d create substantial intensity as it applies
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to an individual physician. And this would be a
capitation arrangenent that includes the cost of
prof essi onal services for that practitioner's patients.

Now, we don't know how much that occurs in
this state. W' ve been unable to determine that. And
we're also mndful of the points earlier nade about the
fact that there is no direct evidence that this
arrangenent actually causes -- has actually caused harm
But we do feel that there is a potential ethical conflict
that is raised in this situation, and I, in particular,
was persuaded by descriptions that were included in a
docunent prepared by an organi zation call ed the governance
commttee of the advisory board conmpany which is really an
industry consulting firm and its -- one would not accuse
it of having a strong bias in favor of regulation.

And what they said was -- and they were
tal ki ng about individual capitation involving risk for all
prof essi onal services -- they said, "The unbridled force
of individual capitation poses clear and present danger of
under utilization absent reliable outcomes data, no way of
knowi ng extent of problem"™

Now, they did say also that there could be
mtigation through risk floors and ceilings and
potentially through quality reviews. They al so
categorized this arrangenment |ater on as being excessively
advant aged, meaning that it was -- the potential for
strong cost control perhaps too strong was there.

Now, | will say also that | had a discussion
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with Steven Lathemwho's an attorney with the American
Medi cal Association in charge of their ethics program and
who wote a very fine paper that was included in your
material that you hopefully read. And | actually tal ked
to himon the way up here. |'ve been trying to reach him
and | did ask himwhether in his opinion if we applied the
stop loss requirenents under federal law to this kind of
arrangenent whether it would mtigate potentially some of
the probl ens, and he thought it woul d.

So | just leave that for you because we al so
do reconmend the stop loss for all physicians in this
circunstance. That's recommendation [V A and that is a
reconmendation for a prohibition.

MEMBER : Can | -- (inaudible.)

MR ZATKIN. kay. |V Bis a second class
incentive arrangerment that we addressed. And here we do
not reconmmend a prohibition. W recomrend careful review
by the regul atory agency and a determ nation by themthat
there is appropriate protection including stop |oss and
the other mechani snms enunerated. And in the absence of a
finding of that appropriate protection, then this kind of
arrangenent al so woul d not be permtted, but it is not a
reconmendation to prohibit.

DR ENTHOVEN Steve, is very small -- what
nunbers go with that in your mnd?

MR ZATKIN.  Under five.

MR HARTSHORN:  Steve?

MR ZATKIN  Yes.
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MR HARTSHORN: | think I"'mlost in the
wording. Maybe it's the time of day. Wat's the
di fference between A and B where you're recomrendi ng a
band and the other one is where --

MR ZATKIN  You nean what class of
arrangenents are we tal king about in B versus A?

MR HARTSHORN:  Yes.

MR ZATKIN:  "A" invol ves capitation which
includes the cost of professional services for referral.
"B," one class of arrangenent in B would be a capitation
to a small group of the type that | just referred; soit's
not capitation to an individual, it's capitation to a
smal | group.

MR HARTSHORN. To a snall group.

MR ZATKIN.  Under five.

And then the second --

M5. BOME: Steve, under five physicians, a
smal | group practice, not a snmall group of enpl oyees?

MR ZATKIN:  Yes.

A second cl ass of arrangenents is an
i ndi vi dual practitioner who receives an incentive tied to
the cost of referral for that practitioner's patients, but
it's not a capitationism It may be a bonus or --

(i naudi bl e.)

DR G LBERT: So A you capped for the
primary and specialty individual, and B, that same issue
with a small group. But then the other one even a risk

pool that's paid in retro, would be a problemif it's a
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specialty risk --

MR ZATKIN. It's not a problem if you
will. Howwould we termit, Sara?

MB. SINGER Suspi cious cl ass.

MR ZATKIN. A group that should get close
scrutiny by the review ng agency in review ng --

DR ENTHOVEN  Suspect class is what it was
for a while

DR G LBERT: Do you differentiate between
incentives that are tied to individual decisions versus
total decisions over time or not?

MR ZATKIN The line relates to -- first of
all, it's an individual; secondly, the individual is at
risk for the cost of referral for that practitioner's
patients.

And then the third thing we recomrended
under four is the extension of the federal rule requiring
the provision of stop | oss coverage for health
practitioners at substantial financial risk. Renmenber,
that's defined being at risk for 25 percent of your income
for cost of referrals. Extending that rule to state |aw,
because whil e nost plans have a Medi Care or -- Medi Care or
Medi caid contract, not all do and not all provider groups
do as well. And so four is alittle conplicated. But
we're basically recommendi ng consi deration of prohibiting
one type of arrangenment, so-called nucl ear capitation, and
then putting a close review on these other types of

arrangenents that involve either individual physicians or
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small -- or very small groups, and then we're proposing to
extend the federal rule around stop |oss.

Reconmendation five is --

MR RCDGERS: Can | ask you one question?

DR ZATKIN:  Sure.

MR RCDGERS: Are you assum ng that DOC
reviews right now, reviews small groups because you say
DCOC shoul d not approve? They don't review all the snall
groups at this point.

MR ZATKIN.  Well, Sara, why don't you tell
us what you've done with that.

M5. SINGER Wien | spoke to the Depart ment
of Corporations, they said they do as a matter of | ooking
at the health plans | ook also at the health plan's
contracts with the nedical groups and that the nedical
groups --

MR RCDGERS: Sara, do they look at all 190?

M5. SINGER No. They do cursory reviews,
but they |ook at them

MR ZATKIN. So in a sense, what this says

is, here's sone areas to focus on. Now --

MR RCDGERS: |'mjust saying, don't
expect -- DOC does not |ook at the groups underneath the
| PAs.

MR ZATKIN:  This would say that they
shoul d.

MR RCDGERS: You make that assunpti on,
fine.
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MR ZATKIN. But this is a very challenging
area because there are lots of arrangenents and DCC or
whoever is going to have a linted capacity in terns of
both intellectual and manpower to do this. And that's why
we put in No. 6 which was to establish sort of a private
sector approach to | ooking at this and not sonething that
the governnent should mandate but to have the health plan
associ ations and the nedical -- various nedical
associations try to identify both the best practices and
even perhaps sone of the questionable practices.

Now, | was cautioned by Steve Lathemin the
car and | should have known this as a | awyer, that there
m ght be an antitrust issue in doing this because of
restrictions around getting into pricing. And that's
something | think the association would want to | ook at.

But one of the things that struck ne in
going through all this material is howlittle attention
has been paid to this issue except by the consultants who
advi se how to do this in order to nmove the process but not
froma public policy standpoint as to what are the
inplications.

And there is sone literature on that, but
not a lot of attention; so | think, in general, that our
reconmendations are pretty noderate in that they' re not
prohi biting anything except one thing. | would wel cone a
di scussi on about that one arrangenment because | know there
are different points of view about whether that is an

arrangenent that deserves to be prohibited. But that in a
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nutshell is what we did.

DR ENTHOVEN: Thank you, Steve.

Alot of work went into that. Including we
had from our school Margaret Holland who is a very
tal ented student who worked for six years in HCFA and knew
an awmful |ot about this and who wote the basic staff
paper with help from Steve Lat hem

Are there questions?

DR SPURLOCK: | have some comments and tal k
about sone of the fuzzy areas that | think Steve all uded
to. | want to tackle No. 4 and work ny way backwards from
C through A

| think -- | just want to make a statenent
about Cthat | think that's a great idea to include that
to the commercial market. M experience and expectations
that the vast majority of practitioners are already in the
Medi Care market and al ready meeting their requiremnents.
That won't be a great challenge for themto do. There may
be a few people that that picks up, so it wll pick up
sone of the fol ks who don't have Medi Care. But in
California, MediCare is the big noney w nner for the vast
majority of practitioners, and | think that will be a good
change.

| do think that it will be a challenge for
DOC from a manpower standpoint to sinply -- even at |ess
than five or 3,000 -- at |east 3,000 medical groups in
California that will need to have their arrangenents

exam ned; so | think that what will end up happening are
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di fferent buckets of exanination and different buckets of
patterns that DOC will have to |look at to see if people
fall anywhere near those buckets. And we're talking about
the reference packages.

The area that | kind of want to spend the
nmost time, though, is on IV A and that's because it deals
with a prohibition as you can inagine. In ny concept of
dealing with prohibition is that we should definitely --
where there's a bright |ine, anything above or out of
scope of that bright line we should not definitely
prohibit that. And so for me, if you |l ook at the cap
dollar, if you look at the way that incentives happen or
anything that goes on with practitioners with all the
providers that go on, you know, hospital services,
pharnacy services, out of area network services, all of
those things in ny view are clearly above that line. It's
very, very bright. So if you have professional services
and hospital services, for exanple, | could see that as an
absolute prohibition. | don't think it happens. | don't
think it happened in California. But we wouldn't want it
to happen in any of the circunstances in the future if
somebody wanted to push that envel ope.

| think in the area of referrals, though,
and specifically in professional services, | think it's a
little greater. And partly because if | think about how I
manage nmy own patients, the necessity of making
appropriate decisions is what we're really trying to get

at. And one of the things that capitation in a sense has
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done has changed sone incentive to do inappropriate
behavi or.

Wien | was in medical school a patient came
in with chest pain, we used to get a VQ scan, a treadml|,
and a CT scan all in the sane day sinply because we didn't
know what was going to cone up first and there was no
disincentive to do all those to find out the person had a
pul nonary enbolism-- had a nyocardial infarction; so we
just did everything, sort of a shotgun approach to doing
medicine. And so with sonme of the cost controls, we don't
behave that way. W have to think a |ot nore
strategically how to solve those problens clinically

It could be that actually it's nore
appropriate to do a referral than to do a test because, A
you get a better answer; and B, it's nmore cost effective.
O it could be that it's nmore cost effective to do a test.
For exanple, a CT scan rather than a neurol ogy appoi nt nent
so that you may not actually do the referral, and
therefore, you have the appropriate behavior.

| guess what |'msaying is that it's fuzzy
tome. It's extrenely fuzzy when you tal k about
physician's services and unethical behavior at an
i ndividual level. Wat's the nost appropriate line to
draw in there? Because we definitely want to have that
appropri ate behavior gauge on there, the regulator, the
thernostat on there so that people know and can think
about these things logically and do what | did when

first was in medical school and go to the shotgun
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approach. And then we don't want to have peopl e reducing
behavi ors unnecessarily; so | wuld say the line is

absol utely clear above the physician's services, physician
and hospital services.

And what | think we probably need to do is
to explore the nuances bel ow that on the an individual
practitioner. | think that's the area that probably needs
to have nore nuch debate before we have an absent
prohi bi tion agai nst the cost of referrals.

DR ENTHOVEN J.D. Northway?

NORTHWAY:  |'I 1 pass.

ENTHOVEN:  Terry Hartshorn?

2 % 3

HARTSHORN: | support the
reconmendat i ons one through three, and | was going to
focus on four as well, VA And | guess | would -- |
don't know how many of these arrangenents exist around the
state, but there's thousands.

MR ZATKIN:  Actually, | tried to solicit --
we tried to solicit input fromthe groups who shoul d know,
l'i ke, the | PA associations and the nedical group
associations and we didn't really hear.

And Maureen, you don't know, do you?

MEMBER  Can you speak up, Steve?

MR HARTSHORN: | come close to what Bruce
was saying. Maybe we need to study it or enpower sonebody
to look to take a look to see if there's really a
chal |l enge here. Because you coul d take any paynent

arrangenent and shoot holes in it, and why do we pick this
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one out?

MR ZATKIN. | picked it out because of --
besides the literature | read, what | quoted to you from
the advi sory boards which you' re probably famliar with
Terry, they are not exactly -- that's not consuner union
talk, that's the way --

(Laughter.)

MR ZATKIN. -- this is way in the industry
where the real --

MR HARTSHORN:.  Weéll, | guess ny point is
we mght end up reducing access to care if this is banned
and there are physicians that want it or health plans that
like it or whatever, you know, and you may have a
geographic area or areas and there is a purpose. It may
not. Maybe we just need a little nore data. That's al
I'"'msaying. Wiat's the inpact of this band? Not
everybody will be willing to convert.

MR ZATKIN | don't know. Wen | ask fol ks
about it, and that's not a scientific basis, they say, do
you have individual physicians in capitation? Yes. For
their own services or for professional services? Their
own services, typically. Nobody has told me -- | haven't
f ound anybody who does this, but maybe --

DR G LBERT: Absolutely. Wat happens is
what Tony is talking about, it's a subgroup bel ow the | PA
What they do is they -- the health plan capitates the | PA
for all professional services and whatever, and then they

take their chunk off and then they subcap a very smal
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group for usually professional services, nore than
pharnmacy and sone of the other issues.

MR ZATKIN. W're talking about IVA VA
i s one individual --

DR G LBERT: They can do it both ways.

I've seen it both ways. |Is it ny turn?

The concern | have is the potential it
creates. And although | agree, | don't think there's
evidence that truly we can denonstrate that adverse
out cones have occurred. In today's world where
conpensati ons are decreasing, there's a great tenptation
for people to draw down as much as they can and the
potential this creates -- Bruce, for people that don't act
in good faith, is the income is correctly attached to that
decision they make. |It's sort of the sanme as in the
physician labs. And | see it as sort of as a physician
office lab where in the ol d days your income was directly
related to every test you ordered, and there's been sone
issues related to that and sone | egislation about that.

And to me it's the potential. And when an
individual doctor, it's his individual decisions on
patients that he would be directly incentivized not to do
because he already received the noney; so | woul d support
the band.

DR ENTHOVEN  Hel en Rodri guez-Tri as?

MS. RODRIGUEZ-TRIAS: Did | ask?

(Laughter.)

MR SHAPI RO These docunents were faxed out
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Novermber 7th. |'monly going to touch on four points. |
want to start at the back. |'monly going to mention four
itens that were referenced in the background nateri al
paper which were not reflected in the recomendati on.

The last itemof what |'m handing out wll
say No. 5. The background incurred capitation
arrangenents --

DR ENTHOVEN. May | have a copy?

MR SHAPIRO |I'mon the | ast page.

| want to encourage -- this not a mandate, |
want to encourage conpensation arrangenents that include
rewards for quality care consumer satisfaction and other
nonfinancial factors. This is sonething that MIstein and
PBCGH says they're encouraging their folks to do. So we
have an encouragenent issue here, No. 5, where |arge
purchasers are asking for best practices. The background
suggests this is sonmething that should be merged with
financial incentives. One of ny suggestions is that we
encour age including nonfinancial quality consuner factors
along with financial. The last bold in No. 5.

DR NORTHWAY: Wiat's this got to do with

MR SHAPIRO |'mdoing one thing at a tine.
I was recogni zing that these are general --

DR NORTHWAY:  Ckay.

DR ENTHOVEN. (One thing that would just
hel p on this, continue to review since sonme of themare

doing it?
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MR SHAPIRO That's fine. | just want sone
encour agerment of the nonecononic factors.

DR ENTHOVEN Could this relate to itemsix
in the paper, that is, industry group with COVA, age, and
so forth?

MR LEE This is a specific recommendation
to amend No. 5. without any added | anguage.

MR SHAPIRO Right.

MR LEE So taking that type with a couple
additions, | would guess, not speaking for the ERG
authors, but this would probably be a friendy anendrent.

MR SHAPIRO This was supported in the
papers and supported in the background.

I'd like to nmove on one step to IV B.

MR LEE Before you nove on, it night be
hel pful to take a straw poll to see what people think
because next tine we're going to cone back and vote on it.
It would be hel pful now before we nmove on to see if people
think it's a good idea or a bad idea.

MR ZATKIN. Mchael, I'll react to five. |
think five is reasonable. |t doesn't concern ne.

MR LEE W don't even need a straw poll to
incorporate that before it comes back?

DR ENTHOVEN So five -- so the Shapiro
amendnents to five are okay?

MEMBER  Yes.

MR LEE Right.

MR SHAPIRO |I'mnot going to talk a | ot
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about this. |1'lIl leave that up to you on the editorial.
Take it or leave it. |'mjust going to cover four.

The next one | want to talk to you is on
that same page, one step above IV B. The top paragraph in
four is the current recommendation, and that's to
basically adopt half of a federal rule that's been inposed
that deals with financial risk faced by treating
physicians. That's the stop |oss coverage division. That
same rule which is referenced in the background paper
requires those same plans that are nowfiling it to do
surveys, and provide anmong other things, disenroll nent
data. That portion of the regulation which is referenced
in the background package is not part of the
reconmendation. |'ll nake clarification on that.

M/ suggestion is the federal rule that
applies to HM>»s in California that requires stop | oss and
surveys with disenrollment information --

M5. DECKER  For Medi Care patients?

MR SHAPIRO Now to be applied to all
comercial plans so we get that same disenroll nent
i nformation.

DR ENTHOVEN  Ron?

MR WLLIAVS: | think the objective, again,
i s good objective. The question is, which surveys do |
do? Do | do the PBGH survey? Do | do this survey? Do |
do the survey that another najor enployer wants done?

MR SHAPI RO  You can do the sane survey you

do for the federal government with the other two clients.
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MR WLLIAVE: But suppose you're not in the
Medi Care risk group?

MR SHAPIRO |'mnot dictating the survey.

DR ENTHOVEN  Cal PERS has been doing this
for some tine. | know because | spent a lot of tine on it
and they do a disenrollment survey which we've used as a

di agnostic instrunent for under service, risk selection,

ot her bad behaviors, and so forth. And so, | just wonder
if there's a need for another -- also, if you want themto
do their own survey, | think that is being a ot better if

CALPERs, PBGH or somne independent entity has nore
credibility rather than the health plan itself.

MR WLLIAVS: It's not against a survey. |
think a good third party independent survey has |ots of
value. It seens that sonme of this is at such a micro
I evel of managenent and not integrated with other
activities that are ongoing and are parts of industry
absorption --

MR SHAPIRO | think the point | was
maki ng, |'mnot whetted to how we do it. The governnent
said in light of some of the risks associated with
physicians, we want to see if it's having an inpact on
patients. And if patients are |eaving those physician
groups where we have these intense financial incentives,
SO we are requiring not only stop |oss insurance, but
we're requiring surveys that have disenroll ment data so we
can see if patients are suffering because of this.

That portion of the rule is not part of the
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reconmendation. |'mnot whetted to who does the survey or
whether it's another group, but there are plans in this
state that are not covered by the federal rule where we
will not have that disenrollnent data unl ess PBGH happens
to be doing it or Cal PERS. And that disenrollnment data
was critical enough for the federal governnent to adopt
the rule and say, where we have this intense physician
risk, we want to make sure fromthis disenrollnent data
that we can track this. And not whetted as to how you do
it.

M5. BOME: But the phil osophy behind the
rule in HCFA and the Congress was because you were dealing
with an elderly popul ation and the fact that the
governnent is designing new policies to encourage and
incent Medi Care enrollees into these plans and was
specifically designed for that population which I think we
need to think pretty long and hard about before that's
transferred to the entire commercial popul ati on.

M5. O SULLIVAN. It's not only physicians at
substantial financial risk.

MEMBER Well, it is to the entire
commercial --

MB. BOME: To the entire commrerci al
popul ati on.

MB. O SULLIVAN  But not enrollees of all
physicians. Only this particular class of physicians.

M5. BOME: That's still a huge, huge --

MR HARTSHORN: | think we -- | guess I'm
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wi th Rebecca because it's a very burdensone survey that
HFCA requires. | agree with the Ron and | agree with the
concept where we need to do something, but here we've got
NCQA, we've got a multi industry group, how many things
are we going to layer on the industry? Let's pick one and
kind of agree on it and get the data we need, and | think
everybody will line up behind you.

DR ENTHOVEN  The main thrust of our
regul atory organi zation story is going to be, let's get
all these entities to get together and create one
i nspection, one survey, so forth, and do it periodically
and then once and for all rather than nultiple things.
Maybe we can tie that to this.

Let's see. | have Spurl ock, and then Karpf.

DR SPURLOCK: Thank you, M. Chairman.

| just want to make two points. And | think
we're having a little clarity problemon the HCFA rul e,
because if it applies to physician groups, if you have
nmore than 25,000 patients in your enrollee group, you are
exenpt fromstop loss. Second of all, the disenroll nment
is at the hospital plan level and not at the treating
physician level or the nedical group level; so | think
we're kind of mxing netaphors here with that.

| do think that there is value in getting
disenrol | ment data. | think what, Mchael, you' re getting
at is, you want to drill down to get at the medical group
| evel .

MR SHAPIRO Only in these very high risk
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si tuations.

DR SPURLOCK Ckay. But we've got to be
really clear when we do that on several things. First of
all, is it the group that has 25,000 or nore or not?
Because actually, that's where you probably have richer
data and they're not even required in the first place to
stop loss; so that's one of the things. And second of
all, if we do that, and I'mall for CCHR or whoever is
going to do this process doing disenrollment data, is to
really to understand the factors of disenrollnent and
under st and what the medical groups actually have control
on. Because if you have peopl e that disenroll because
their enployers switched groups, it really skews the whol e
popul ati on so we show data that has no neaning to it.

And | think it's got to be much nore clearer
about what we're saying when we're saying disenrol | ment
and who it's affecting, and who are the | evers on that
process. | think to be honest with you, it's a business
inperative if you do that. | think both the plans and the
medi cal groups want that information because it makes them
better providers and it keeps their nenbers with them
better. So | think we have a huge incentive to do that
and we need to do it in a way that makes sense. And when
the public gets that information, it's neaningful
i nformation.

MR SHAPIRO (One last point on the paper.

I don't want to nmove or push others out.

I n the background paper there was a GAO
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report that was referenced. |It's now on the second page
dealing with Steve's conditions before DOC could deal with
a small group. It's the itemdealing with the tining of
paynents. It's the third bullet fromthe bottom And I'm
not going to advocate the CVA predictions. | just threw
those in because CVA suggested other -- (inaudible), but
only nentioned -- the paper had support for protecting
smal | groups from payment schedul es that were too intense
and had a finding reference in the background, that that
could lead to adverse outcones. | only reference it
because it was in the background, but | didn't see it

here. If it's not worthy of support for sone good reason
I"mnot going to push it.

DR ENTHOVEN Brad Gl bert raised that
earlier and then it kind of got brushed aside. This is to
do with the periodicity. You don't want the paynents to
be -- Lathem nade that argument -- nonth by nonth. You'd
like to spread it over a year or sonething so that there's
nmore averagi ng whi ch you want.

MR ZATKIN: That's appropriate

DR ENTHOVEN Do we need to think about to
bring this into -- itemfour, bring periodicity into that?

M5. DECKER Can you just explain that a
little bit more so | understand it? A few nore words

MR ZATKIN: In ternms of the tine period?

M5. DECKER  Just mechanically what are you
saying? Wiat's periodicity?

MR ZATKIN.  Wien the physician receives
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paynents and over what period of tine, whether it's
concentrated or extended over a long period of tine wll
affect the extent to which the physician may be
incentivized with respect to a particular clinical event.

M5. DECKER So you're saying instead of
thinking nonthly capitation, do capitation on a different
basi s?

MR ZATKIN. It could be -- the paynent may
be at the end of the year, it may be nonthly, and
dependi ng on when it occurs, it may have an effect on
the --

MR SHAPIRO At one point the incentive to

wi t hhol d another thing which nmight influence you. So it

needs to be worked on as a concept. It seens to nme it was
supported in the docurment. |'mnot whetted to ny
language. | just drewit fromthe document. The concept

was to think about that issue as one of the ways of
protecting against.
DR ENTHOVEN:  Perez?

MR PEREZ: Move to termnate di scussion at

7:00 sharp.

(Laughter.)

DR ENTHOVEN There's no vote. This is
just discussion. W are, | think, doing very well here.

I think there was great discussion here and | thank you
for -- | thought you were going to say right now
MR PEREZ: No. | want to give us a little

advance notice, but --
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MB. BOME: Excuse me. W should allowtinme
for our public testinony.

DR ENTHOVEN. Yeah. 1'll stay for that and
any other --

MB. BOME: No. Wthin the 7:00.

M5. FARBER Could we do a straw poll now
just to see how people feel about this?

MR ZATKIN: | wanted to respond to the
question about the survey because we did consider that and
we didn't include it. Not because there nmight not be sone
value to it, we were trying to focus on what we thought
were the essentials which was the stop | oss,
et cetera, and trying to not have a great burden on the
pl ans because we thought nost of the plans that woul d be
effected by this would be the smaller plans.

MR SHAPIRO | just said there were things
in the background that were there and | didn't know why.

DR ENTHOVEN Let me kind of march people
quickly through, if |I may, the recommendati ons one at a
time. And as Nancy was suggesting, a straw vote and any
quickly stated key points that mght have to be -- that
ought to be nodified.

Ckay. The reconmendation one; although, I
just -- Steve, | have a question which | have to ask,
which is, isn't No. 1 already in Knox-Keene?

MR ZATKIN. No. Part of it is and part of
it isn't. The types of financial incentives used is not

current law. There is a bill that | think Rosenthal --
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DR ENTHOVEN | accept that.

Could | ask for a straw vote for each one,
then?

M5. O SULLI VAN You said you woul d take
comrents at the sane time. Do you want to do that or no?

DR ENTHOVEN | guess if they coul d be
very --

M5. O SULLI VAN  Real quick. Just to say
don't we want to include disclosure to DOC as part of
that?

DR ENTHOVEN W're going to get to that in
whi ch paper? That's a big thing. Regulatory to --

DR ROVERO Not regul atory.

DR ENTHOVEN Doctor/patient. W do have a
bi g thing about disclosure where the idea is going to be
to have disclosure at the medical group |IPA or other at
ri sk provider |evels.

MR PEREZ: That's a doctor/patient.

M5. O SULLI VAN |' m suggesting that what
we're asking for here is that information be disclosed
publicly and to patients who want it. |'m saying that
that same information ought to get handed over to DCC.

DR ENTHOVEN. Do you think DOC can find it?

(Laughter.)

M5. BOME: Alain, inthe rare event that we
m ght be persuaded by public testinony that woul d be
know edgeabl e, don't you think before you take the votes

it mght be wise to hear that?
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MR LEE: Then their comments can be
informed by where the task force is |eading.

DR ENTHOVEN  Yeah.

M5. BOME: | just don't see any sense in
taki ng votes.

DR ENTHOVEN | just want to give some
gui dance to the authors here.

M5. BOME: Well, we've given guidance. |If
peopl e hadn't uproarously objected, then they probably are
okay.

(Laughter.)

DR ENTHOVEN  Very quickly. Straw vote.
Al who agree with No. 1 -- will send there fine
tunings --

(Conplies.)

DR ENTHOVEN  Ckay.

Al who agree with No. 2?

(Conplies.)

DR ENTHOVEN Al who agree with No. 3?

MB. O SULLIVAN Wiit. | have a snall
suggestion, comment for No. 3. Could we include in there
that we're tal king about not just -- we say referrals, but
we just don't say what that means, it's hard to know |
assune it means referrals to specialists. Can it also
mean referrals to hospitals and | ab services?

M5. BOME: It says subcontracting
providers.

M5. O SULLIVAN. On No. 4 --
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DR ENTHOVEN W are on three.

M5. O SULLIVAN Ch, |I'msorry.

DR ENTHOVEN It's quite all right. | get
confused al so.

Everyone's okay with three?

(Conplies.)

MR HARTSHORN. As long as we're not -- it's
just the nethod.

MB. SEVERONI: Just the met hod.

DR ENTHOVEN That's understood to be
met hod and not noney. W straw voted that before.

No. 4 --

MEMBER Let's do A, B, and C scal e.

DR ENTHOVEN IV A --

M5. O SULLIVAN. Can | say sonet hi ng about

that?

DR ENTHOVEN  Yeah.

M5. O SULLIVAN.  For A and B, woul d you all
consider including -- being clear that what referrals
refers to.

DR ENTHOVEN  Yes.

M5. O SULLIVAN.  And |'m suggesting that it
refer to specialists and pharmaceuticals and | ab services
and hospitalization.

MB. DECKER  Professional services are
inconsi stent with what you just said.

M5. O SULLI VAN  Then the whole thing --

M5. FINBERG Leave out hospital.
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DR ENTHOVEN Wll, we don't want --

M5. O SULLIVAN It seens |ike those --

DR ENTHOVEN W don't want an individual
doc to be at risk for hospitals.

MR ZATKIN:  That woul d be prohibited
anyway.

THE REPORTER  Excuse ne.

MB. SINGH The court reporter is unable to
catch 15 voices at once.

MR ZATKIN: The issue here, just to make it
a little nmore unconplicated is, if the physician is at
risk for his or her own services and then takes risk for
one little referral class versus a lot of the full cost
for professional referral service.

M5. O SULLIVAN. So then, do you nean
pharnmaceutical in lab services and specialty, but
obvi ously not hospitalization?

MR ZATKIN. Rght. But what |'msaying is,
that there is a policy issue about whether we are
prohi biting an arrangenent in which the physician has
taken risk for all of the professional services or just,
say, one.

MEMBER  Keep lab --

MR ZATKIN:  Yeah, keep lab --

MR RCDGERS: That was what | was going to
say. You have sone scope of practice that allows you to
serve that patient, you don't make the referral, and

that's in the capitation. They we're not tal king about
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those kinds of issues where a person is going to refer an
i ndi vi dual type of problemor keep an individual type of
probl em

I's that correct? Because if you're
incentivizing a person because of their scope of practice,
that they will do that; that happens a lot in the
contracts now. You will do the lab or you will do certain
types of procedures, we're not going to pay for it if it
goes out for your referral. So the physician is at risk,
in essence.

I's that what we're tal ki ng about ?

M5. DECKER G ve exanpl es.

DR SPURLOCK: W need a lot of clarity of
exactly what we're tal king about because it's the fuzzy
area. Unless we get really specific about --

MR RCDGERS: |'ll give you an exanple. The
famly practitioners, typically you get those kinds of
things where they were saying that is a service and we're
payi ng your primary care physician for

DR G LBERT: But to a point, Tony, and I
think what we're tal king about on a professional side when
you make a referral to another physician for a specialty
consultation, that's out; but the issue mght be capped
for lab -- for lab neaning al so external lab as well as
I ab you can do on-site, pharmaceuticals are an off-site.
But | think if we talk about what can be done at the
physician's office within his or her service and scope of

practice and outside, the question that Steve's raising,
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are we tal king about all those things that go outside, is
that the threshold or is it pieces of thing?

M5. SINGER Is it sufficient to say
professional -- I'msorry -- capitation paynment for
services other than those who provides directly?

M5. SKUBIK: Isn't the issue that you all
are concerned about is the relative magnitude of the
incentives such that you don't want an overly stringent
incentive on an individual doctor, that maybe you're
tal king about limting a percentage of the income that's
affected by an incentive -- you don't want to say no
i ncentives.

DR ENTHOVEN  This just says capitation.
This is cap. So | was wondering about just your question,
Hattie, that is, the doctor could still be at risk for 10
percent of the gross costs of all the things of his other
patients up to 20 percent of his income or sonething, you
know, sone formula |ike that would not be rul ed out.

MR ZATKIN W're not witing a statute
here, but it's inportant to provide some guidance as to
what we nean and that's why | raised it. You need to be
aware of it.

DR G LBERT: W're tal king about physicians
bei ng paid in advance for any services he coul d
potentially refer out; therefore, every tinme he chooses
not to refer sonething out, he retains that cash because
ot herwi se that noney woul d have to be paid out to that

out si de provider.
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DR KARPF: Does that nean there can't be
any risk pool sharing?

DR ENTHOVEN  No.

DR G LBERT: |V Aonly tal ks about
capitation.

MR WLLIAVE: And this applies both to
health plans to which health plans have control and then
al so to nedical groups and | PAs and rel ati onshi ps they
have.

MB. SINGH W need to take a one-ninute
br eak.

(Break.)

MEMBER  Here we have three issues; quality,
service, and | would hope we wouldn't elimnate efficiency
out of this equation.

MR ZATKIN:  Conceptual |y the differences
bet ween prof essional services and ancillaries, as you
descri bed --

DR ALPERT: Point of clarification. Steve,
isn't this to address a case such as the heal thy young
mal e comes in and sees the doctor, the doctor puts the
stethoscope on his chest and hears a heart murnmur, and he
i medi atel y cal cul ates because of his exposure of that
capitation arrangenent what that murnur is going to cost
interms of surgery that was unexpected in this 28 year
old man and all of a sudden the heart nurmur gets a little
| ess and doesn't sound so |loud. Wat's to prevent that?

DR SPURLOCK: The line is that sone people
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that have -- our prinary care practitioners do have a fair
armount of specialty care and are very efficient and an
incentive to learn to get better at that. So for exanple,
in our group doing ingrown toenails, something that a

podi atrist could do is sonething now that your incented to
do; and so you get better --

DR G LBERT: Then you ask for a bigger
primary cap in providing nore services within your prinary
cap. But what we're talking about is when the physician
is directly responsible for the paynent -- | nean, out of
that capitation that is received; so | think of it as
we' re concerned about the prinmary care doc having a
specialty cap, that he gets or she gets the specialty cap
protection.

MR ZATKIN: If you were witing a statute,
you woul d have to say something |ike, these arrangenents
need to be subnitted, these types of relationships need to
be submtted for review, and then you would say that the
regul atory agency either nmay or shall prohibit such
arrangenent where it determines that it represents a
substantial risk for the cost of professional services.

DR SPURLOCK: | think that allows
flexibility or for changes.

MR ZATKIN. Well, | said either it may or
shall. This is a shall.

DR KARPF: Are we tal ki ng about
circunstances that exists or a theoretical circunstance?

I''mnot seeing a cap program adninistered that way at a
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group level or IPA |evel.

DR ALPERT: The case | described is an
actual case.

DR ENTHOVEN. Mchael, ny interest in it
was |'d like to get these damm horror stories out of the
newspapers where people invent this thing that doesn't
exist or wite a story condenming it. If we just had it
clear it was in the law, that didn't happen, it would help
clear the air.

M5. SKUBIK: Dr. Alpert, would this
| anguage -- (inaudible.)

DR ALPERT: No. | think this -- that's why
| asked. This gets rid of sonething that | know has

existed in the systemand fornerly doctors get out because

of it.
DR ENTHOVEN |V B. W're just about --
M. SINGH IV Ais --
DR ENTHOVEN. |V A is okay now.
Un, Steve?

Ckay. |V B. Couple of just friendly
thoughts. One is snall group, it mght be hel pful to put
five or less and sonething about the periodicity issue
whi ch we tal ked about.

MR LEE. W suggest adding a new letter to
periodicity rather than having that fol ded into B.

DR ENTHOVEN If we just say we agree that
we want that touched on, the concept touched on.

MR ZATKIN: It really belongs in --
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DR

MR

DR

ENTHOVEN: It bel ongs where?
PEREZ: B sub one and B sub two.

ENTHOVEN.  Then IV C? Straw vote on

that, applying the federal rule?

MR

HARTSHORN:  Stop loss. |'Il vote for

the stop loss, not the federal rule.

2 % 5 35

2

earlier -- also i

| anguage.

> » 3 3

groups to six.

SINGER Only stop loss, not the survey.
ENTHOVEN: Now, recommendation five?
LEE: As anended.

ENTHOVEN:  As anended?

HARTSHORN:  Whiat' s t he amendnent ?

LEE That was the one we tal ked about

ncentivizing quality. That was Mchael's

KARPF: Quality and service.
LEE. Quality and service.
HARTSHORN: Wiy don't we conbine it?

FINBERG | wanted to add consuner

MR LEE Wich | think is a great benefit
to the antitrust problems. |It's making it a public
process. It's just not the industry sitting down and

wat chi ng t hensel ves.

DR

ENTHOVEN. Do they have to do this

subject to the open neetings?

(Laughi ng.)

DR

okay as anended.

ENTHOVEN: W thout objection, five is
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Then si x, consuner groups which we'll call

i muni ze people fromantitrust.

Seven is about risk adjustnent which | think

we've --

MR ZATKIN It doesn't bel ong.

DR ENTHOVEN It doesn't belong, yeah.

Thank you all very --

MR LEE Va&it. One reconmendation is
before the reconmendations --

M5. FINBERG W straw polled everything
else. Was there a reason we didn't straw poll five and
Si x?

MR PEREZ: W did.

M5. FINBERG |'msorry.

MR LEE 1'd like to suggest that the one
sentence before recomrendations, the department woul d
benefit from we add that as a recommendati on because
really, you can't do a lot of what's in here wi thout the
departnent or whoever it is having the requisite
expertise. And so | just recomrend that we make that a
reconmendati on; that the department or whoever it is have
the requisite expertise to adequately assess conpensati on
arrangernent s.

DR ROVERO Take the | ast sentence before
Roman |l and nove this down into the recommendati on?

MR LEE Yes. Mwve it as a nunbered
reconmendation for the requisite expertise.

DR KARPF: Can | nmake a comment about
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No. 67

DR ENTHOVEN  Yes, Dr. Karpf?

DR KARPF: In principle | agree with six;
however, | think as we go through these we're setting up a

nunber of good commttees froma variety of different

pl aces and they's out there in orbit on their own, it's
not clear who's appointing them who they' re reporting to,
or how they constituted the need to anchor into sonme kind
of body.

DR ENTHOVEN. Wiat |'mhoping is that in
reading this, anyway, what | thought is just these people
woul d get together and start tal king with each other and
sorting out and coning to agreement as to what's good
practice and what's not.

DR KARPF:. |'msaying that maybe happen,
but if there's a body that says, let's bring this group
together, we're going to get a report back fromit, then
it's nuch nore likely to happen.

DR ENTHOVEN:  You nean |i ke DOC?

MEMBER O DHS.

DR KARPF: DCC or sone new regul atory
board. Because we have a nunber of these things out --
we're putting out there in orbit so we're cluttering the
at mosphere with public good space junk.

DR ROVERO They need a custoner.

M5. SINGH Before we go to public comrents,
Menbers, a very fewclarifying issues. First of all,

tomorrow norning' s neeting begins pronptly at 8:00 a. m
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Pl ease bring your meeting packet with you because we will
be discussing three of the papers that were originally
tabled for today's neeting and we were unable to get to
them They are on the agenda for tonorrow

DR ROVERO Alice, just a footnote.
Correct me if I"'mwong, |I'mtold that this roomis secure
enough that you can | eave nonval uabl e t hings at your
seats.

(Laughter.)

M5. SINGE The nmeeting will be held in this
room

DR ENTHOVEN Before anyone el se goes, |et
me just thank you all very much. This went a whole |ot

better than ny expectation.

(Appl ause.)
MB. FINBERG | want to mention that the
meeting on the 25th is not going to be at the Hyatt. In

case people that aren't com ng here tonorrow --

M5. SINGH Tuesday's neeting will be held
in the convention center, the Sacranento convention center
in room204. Use the K Street entrance.

MEMBER  Where is the convention center?

M5. SINGH The convention center is just
across the street fromthe Hyatt.

DR KARPF: WII you be distributing a new
agenda after we see what we've acconplished tonorrow?

DR ENTHOVEN | think we've had to notice

that already.
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MB. SINGHE The agenda has been suppli ed.

MEMBER |t's 1400 J Street.

M5. SINGH Room 204 at 8:30 a.m, Tuesday.

DR ENTHOVEN:  Maur een?

M5. OHAREN: | knowit's late, I'Il be very
qui ck and on point.

And since M. Shapiro was kind enough to
hold me off to the end and he was kind enough to wi thdraw
some of his suggestions, | won't go after some of his
suggestions whi ch we do have serious -- (inaudible.)

| think basically the discussion that |
heard, that the one thing that still remains a concern is
the extension of the federal rules to California and the
comercial market and what that will entail. Dr. Spurlock
noted that groups that have nore than 25,000 |ives woul d
automatically be considered okay. Wat that nmeans is
smal | er groups have to do these onerous cal cul ations.

If any of you are faniliar with the federal
regulations in terms of what the providers and pl ans have
to do, how they cal cul ate substantial financial risk,
there's multiple levels and there's conpl ex cal cul ati ons
you have to go through and burdensomre reporting
obligations that have to go up the chain. And while you
could say, oh, well, but they're already doing it in the
Medi Care program the financial arrangements between
Medi Care risk product and commercial products are
different. So everybody woul d have to go through these

calcul ations all over again.
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| would urge in adopting this stop | oss
requirement, extending this federal rule regarding stop
loss, you sinply say that a plan can either do this
reporting or just do the stop loss, require the stop |oss
of their providers.

MR ZATKIN. W didn't adopt it.

MB. O HAREN  Pardon?

MR ZATKIN. W didn't adopt it.

M5. O HAREN: Wl |, | thought M. Shapiro --
some of his suggestions in his meno led -- the
recommendation isn't clear, Steve, and | was still
concerned about what you meant when you said extend the
federal rule. The federal rule contains --

MR SHAPIRO Only the stop |oss.

DR ENTHOVEN Let's be sure we clarify the
wor di ng.

MB. OHAREN And the other issue is the
disenrol | ment issue, the extension that you must
understand, a lot of people |eave health plans because
enpl oyers drop. It's different fromthe Medi Care market
when the individual has their choice.

MR SHAPIRO It's gone.

M5. O HAREN: | guess one |last point is the
amendnent that was -- its existing | anguage amended by
M. Shapiro regardi ng purchasers review ng provider
incentive arrangerments. It was included with the
accreditation organization. But | think it would be nore

appropriate if you accredited organi zations with the ones
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to look at this. Purchasers can, if they want, require
plans to submit all their contracts; but we're getting
into a situation where purchasers are becom ng quasi
regul ators and that's raising costs.

Rat her than, | think, having the industry
group |l ooking at these things, but NCQA and sone of these
ot her organi zations identify gold standards and use that
in the accrediting process would be a better way to go
than having various |arge purchasers decide what's good
and what's bad and try to tell different plans different
things to do and have some inconsistencies within the
mar ket which woul d make it difficult for accrediting
organi zati ons to operate.

DR ENTHOVEN. Ckay. Thank you.

Cat heri ne Dodd, Anmerican Nurse's
Associ at i on.

M5. DCDD: | just wanted to point out that
in the recomrendation No. 6 and in other blue ribbon task
forces that get blotted out there and shot up into the
sky, it would be nice if we would request, formally
request that not only be in the California Mdical
Associ ation but nursing organi zati ons be represented on
those task forces, as well nurse practitioners have
notoriously been cut out of some of the arrangenments and
we can figure out a per menber per nonth anount.

W& al so support the idea of adding the
quality indicators and the incentive based on quality and

believe that that will add to our incentive.
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DR ENTHOVEN  Thank you.

| just wonder if we want to give some
guidance to the drafters of the paper on that |ast
suggesti on

MR WLLIAVE: On the prior cooment, | had a
comrent on the prior comrent. The one point | think we
all should keep in mind is that in adninistering the
Medi Care risk program you're tal king about a programthat
has a prem um between 4- and $500 a nonth. Therefore, if
you have 10 percent administrative costs on that, you're
tal king about $40 or $50 a nonth to cover all of the
paperwork and adm nistration. Wen you tal k about
bringing federal requirenents to Medi Care risk down to a
commerci al popul ati on where the premummay be slightly
nore than $100 --

DR KARPF: Less.

MR WLLIAMS: -- there's not the --

MR ZATKIN. The only thing we are doing is
saying if the physicians are in an arrangenent which
i nvol ves substantial financial risk, then they need stop
| oss.

MR WLLIAMS: | think that's fine. [|'m
saying a broader applicability as we go through the
process, we begin to say, oh, that's done for Medi Care
risk, let's do it for this. |It's a general conment.

DR ENTHOVEN. Qur consensus is we won't say
adopt the federal, we'll just state there should be stop

| oss when there's substantial risk |eaving the feds out of
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M5. O SULLIVAN. Getting back to your
question giving guidance to the staff on the nursing
issue. | recommend that we have doctors on panels, we
have nurses or nurse organizations.

MR ZATKIN:  The subject is physician
i ncentives.

DR ENTHOVEN Yes, the subject is physician
i ncentives.

M5. DECKER Isn't it provider incentives?

MB. SINGH  Financial incentives for
physi cians in nanaged care plans is the title.

M5. O SULLIVAN  Weéll, we said we're going
to nmove the physicians into providers. | don't know why
it wouldn't be across the board. There are incentives
that would be around quality.

DR ENTHOVEN Let's just take a quick straw
vote. How nany in favor of Maryann's reconmmendation that

nursing be included? Al in favor, please raise your

ri ght hand.
DR ROMERO On this --
M5. O SULLIVAN. On any of the task force.
M5. BOME: What was the question?
MB. RCDRI GUEZ-TRIAS: I nclusion of nurses.
DR ENTHOVEN. 14 is nore than the ngjority
of who's here. Renenber that we've got |less than -- we

have 23 people left.

M5. DECKER W just got Rebecca, so we have
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15 and you're going to vote for it, Alain, so that's 16.
(Laughi ng.)
DR ENTHOVEN |'mthinking of the cost and
conpl exity.

The meeting is now adj our ned.

(The proceedi ngs concluded at 7: 00 p.m)
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